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PART  I.    THE  ECOHOMIC  FRAMEWORK 


CHAPTER  I 
THE  NATURE  OF  THE  STUDY 
Introduction 

In  this  era  of  cmiflietlng  IdcologlM  and  world-wide  unreet, 
peoples  of  many  of  the  eo-called  underdeveloped  countries  have  becooie 
acutely  aware  of  their  social  and  economic  ills.    Through  political, 
economic  and  technological  changes  wrought  hy  two  major  wars,  and 
through  closer  direct  contacts  and  increased  communications,  they  have 
learned  much  of  the  more  progressive  Uest.    This  new  awareness  has 
brought  new  nsbitlons.    It  has  also  brought  frustration.  Politically, 
there  has  been  a  marked  growth  in  nationalism.    Economically,  the  drive 
for  development  has  been  intensive.    The  problem  is  no  longer  whether 
to  develop,  but  whether  the  capacities  for  development  of  these  countries 
will  be  sufficient  to  satisfy  ambitions  and  maintain  political  tranquility. 

By  Western  standards,  the  economy  of  Lebanon  is  considered  under* 
developed.    Although  the  prosperity  of  Lebanon  has  been  inqpressive  in 
recent  years,  the  sectorial  pattern  of  growth  has  been  distorted.  The 
emphasis  on  the  trade  and  services  sector  has  had  limiting  effects  on 
the  growth  of  the  industrial  and  agricultural  sectors.    Although  in  the 
short  run  the  present  pattern  of  growth  has  not  proved  harmful,  it 
nevertheless  has  helped  to  confirm  certain  structural  weaknesses  of  the 
economy.    These  weaknesses  are  (a)  the  vulnerability  of  the  domestic 
economy  to  international  changes  in  business  and  political  activity, 
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and  (b)  the  accentuation  of  the  inequalities  In  Income  distribution  and 
living  standards  in  Lebanon. 

Correcting  these  structural  weaknesses  and  imbalances  in  the 
Lebanese  economy  would  require  investment  in  the  retarded  sectors.  The 
Government  of  Lebanon  has  recognised  this  problem  and  has  ctHseitted 
Itself  to  assuming  a  major  role  in  its  solution  by  conducting  a  public 
development  program.    Such  a  program  includes  power,  water,  and  trans- 
portation projects  triliich  because  of  their  technical  nature  or  because 
of  their  unattractiveness  to  entrepreneurs  have  not  received  adequate 
attentiim  from  the  private  sector.  >  l'.  '     ^  .  <, 

^     '  The  problem  of  executing  development  projects  is  essentially  a 
problem  of  proper  utilization  of  available  financial  and  physical  re* 
sources.    Only  Insofar  as  financial  resources  lead  to  the  mobilization 
of  real  resources  for  implementation  of  projects  do  they  serve  the 
ultimate  aims  of  development.    These  aims  are  sustained  growth  of  out- 
put  and  income  in  an  atmosphere  of  relative  financial  stability. 

Statement  of  the  Problem 

This  study  focuses  attention  on  the  problem  of  the  feasibility 
and  advisability  of  the  developmental  program  designed  for  Lebanon  with 
particular  eo^hasis  on  Phase  A  of  the  Litani  River  Project.    This  de« 
velopraent  program  is  oriented  entirely  toward  the  provision  of  "social 
overhead  capital"^  and  the  responsibility  for  its  execution  has  been 
assumed  by  the  Lebanese  government* 

Broadly,  the  questions  that  should  be  given  serious  consideration 

^Ragnar  Nurkse,  Problems  of  Capital  Formation  in  Underdeveloped 
Countries  (Oxford:  Basil  Blackwell.  1953).  pp.  152-154  and  passim. 


la  connection  with  the  launching  of  the  developoient  projects  in  Lebanon 
are  these:    Are  the  projects  essential  fron  the  economic  and  social 
points  of  view?    What  are  the  financial  and  physical  requireoMnts?  Can 
these  requlrenents  be  iset?    Will  the  effects  during  the  period  of  con- 
struction be  favorable  or  unfavorable?    What  reforas,  if  any,  are 
necessary  to  ensure  the  effective  utilization  of  available  resources  ' 
and  to  nltigate  any  unfavorable  effects  during  the  development  period? 

,  ,      The  scope  of  this  study  will  necessarily  be  limited  to  the  fl» 
nancial  and  economic  aspects  of  launching  devoloptsent  projects.  Socio* 
folitical  elttaeats  will  be  taken  into  ctmsideration  only  to  the  extant 
that  they  contribute  to  the  understanding  of  the  probleas  of  this  study. 

furposes,  Procedure,  and  Sources  of  Data 
tpeciflcally,  the  purposes  of  this  study  are:  (1)  to  coiqpare 
project  requireaents  with  potentially  available  supplies,  financial  and 
economic;  (2)  to  analyse  the  developnental  effects  of  projects  on  the 
economy  of  Lebanon  during  the  period  of  construction,  particularly  on 
the  national  incone,  prices  and  wages,  and  balance  of  paynents;  and  (3) 
to  suggest  corrective  monetary,  fiscal,  and  trade  policies  to  mitigate 
adverse  developaental  effects  which  we  nay  conclude  can  be  anticipated. 

A  rational  policy  of  public  expenditures  on  developiMnt  projects 
must  necessarily  take  account  of  the  actual  and  potential  perfomance 
of  the  economy  as  a  whole.    It  Is  desirable,  therefore,  if  valid  eon* 
elusions  are  to  be  reached,  first  to  survey  the  more  important  sectors 
of  the  Lebanese  economy.    With  this  purpose  in  mind,  Qiapters  IZ  and  III 
of  this  study  will  be  devoted  to  such  a  survey  with  the  view  of  gaining 
some  insight  into  the  development  potentials  of  the  Lebanese  economy. 
These  chapters  will  also  indicate  the  need  for  the  development  program. 


'     A  detailed  description  of  the  fcsetures  and  the  econonic  signiZi* 
canee  of  Fhrnte  A  of  the  Litani  Project  together  with  a  discussion  of  th« 
economic  and  social  significance  o£  other  projects  will  be  presented  in 
Chapter  IV.  •      ■  >  :  ■  '  - 

The  availability  of  resources  for  project  lavlenentatlon  will 
be  assessed  in  Chapter  V.    The  financial  requireaneats  will  be  discussed 
in  Chapter  VI.  The  aionetary  systen  and  govcmncst  finances  will  be  dis- 
cussed in  Chapter  VII.    The  various  acaus  of  domestic  and  foreign  f 1* ' 
nanclng  will  be  considered  in  Chapters  VIII  and  IX.    The  developnencal 
effects  of  the  projects  on  national  income,  prices,  wages,  and  the 
balance  of  payments  will  be  analyzed  In  Chapter  X.    Chapter  XI  will  deal 
with  the  use  of  monetary,  fiscal,  and  trade  policies  to  mltigata  un- 
desirable effects  of  development  and  will  offer  suggestions  for  refonas. 
Finally,  the  nain  Ideas  of  the  study  will  be  suasBarii^ed  in  Chapter  XII 
and  e(Miclusions  baaed  oa  the  findiags  will  be  oade. 

Because  of  its  cnomous  Irrigation  and  power  development  possi* 
bilities,  the  Litani  River  has  always  been  forenost  in  the  attention  of 
technical  and  economic  Missions  visiting  Lebanon  for  developsMnt  studies 
The  United  Nations  Survey  Mission  to  the  Middle  Bast,  Sir  Alexander  Gibb 
the  United  States  Agricultural  Mission,  the  Electricite  de  France,  and 
the  United  States  Point  Four  Mission  have  all  prepared  studies  for  the 
development  of  this  river  basin.    Three  separate  studies  on  the  Litani 
Kivcr  have  also  been  made  by  prominent  Lebanese  engineers* 

It  is  not  necessary  for  the  purposes  of  this  study  to  review 
these  reports.    It  is  sufficient  to  point  out  that  the  U.S.  Operations 
Mission's  Report,  even  though  Itself  not  completely  ade<iuate,  took  Into 
account  the  other  studies  mentioned  above.    For  purposes  of  this  study, 


all  the  data  on  the  Lltanl  Project  am  taken  fron^  the  InveRtlgatlve  work 
of  th«  U.S.  Mission  and  from  Information  secured  from  the  National'    1  ' 
lltanl  Office  in  Beirut.    All  the  Infomatlon  concerning  development  v 
projects  other  than  the  Lltanl  are  taken  fron  official  Lebanese  Govcra* 
■ent  publications  and  from  U.S.  Govemneat  sources*  ■ ' 

,  In  addition  to  the  Point  Four  Report,  thlc  study  dravs  on  a 
wide  selection  of  naterlals  including  !>ooks  and  periodicals;  official 
deettnents  of  the  United  States  and  Lebanese  Govennoaatsi  and  docuiaeats 
of  the  United  latlonsti.  •  . 
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CHAPTER  II 

,  <  —  SURVEY  OF  THE  LRBAH3SE  ECemOMJr 

The  Land  and  Fofulatlon 

Caograp^Y 

Lebanon  la  a  aMll  republic  altuatad  at  tha  eaatarn  and  of  the 
Hadicaxraaaaa  Saa  with  an  area  of  approximately  4,000  square  miles.  Its 
l«i4(tll,  in  a  north»south  direction,  is  about  118  miles  and  its  raaximun 
width  is  about  47  miles.    On  the  north  and  east,  Lebanon  is  bordered  by 
Syria,  on  the  south  by  Israel,  and  on  the  west  by  the  Mediterranean  Sea. 

The  country  consists  of  a  narrow  coastal  strip,  a  range  of  moun- 
tains (the  Lebanon,  with  maximum  elevation  of  over  ten  thousand  feet),  an 
inner  plain  (the  Bekaa),  and  a  second  range  of  mountains  (the  Anti* 
Lebanon)  which  form  the  boundary  with  Syria.    A  relatively  mild  Medi* 
terranean-type  climate  with  dry  summers  and  wet,  cool  winters  prevails 
in  Lebanon.    Rates  of  average  annual  rainfall  vary  from  28  inches  in  the 
Bekaa  Valley  to  34  Inches  on  the  coast  and  60  inches  at  the  top  of  the 
Lebanon  Mountains.    Rainfall  Is  concentrated  during  the  nooths  of  December, 
Jaatsary,  and  February.^ 
Fopulation 

The  last  official  census  for  the  country  was  taken  in  1932.  Tha 

^Data  on  geography  and  climatology  of  Lebanon  are  taken  from  U.S. 
Foreign  Iterations  Administration,  Developinent  Plan  for  the  Lltani  River 
Basin.  Republic  of  Labaaor^^  VoluTie  I,  Gfneral  .Pegcrtptton  and  gconomtc 
Aa^lYals  (Denver:  U.S.  Bureau  of  Reclamation,  1954).    This  and  other 
voltmes  of  the  Foreign  Operations  Administration  report  on  the  Lltani 
River  will  be  referred  to  hereafter  as  FOA  Report.  , 
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only  available  figure  on  this  census  Is  the  total  number  of  people.  Ho 
data  vere  provided  on  the  cooipoaltlon*  age  structure,  and  other  relevant 
characteristics  pertaining  to  population. 

Table  I  presents  population  estimates  for  the  years,  1947-19S7, 
«•  well  as  for  the  census  year  of  1932.    Hovever,  It  does  not  make 
possible  an  adequate  analysis  of  the  Lebanese  population.    First,  demo- 
graphic data  are  Inadequate  and  are  at  tlMa  nmi-exlstent.    The  data 
presented  In  Table  I  are  not  frmi  eonnon  source  and  are  Inconsistent.  The 
existing  registration  of  births  and  deaths,  though  published  by  the 
Ministry  of  national  Kconony,  suffers  In  large  measure  from  being  Incom- 
plete; thus.  In  Table  I,  the  reported  number  of  births  for  the  years  19SS 
and  1956  represent; such  a  divergence  from  Immediately  preceding  years 
as  to  cast  strong  doubts  as  to  the  accuracy  of  the  series.    The  reported 
number  of  anniial  deaths  presentee  consistent  series  throu^  the  years 
covered  In  Table  I.    The  resulting  natural  increase  In  annual  figures, 
however,  can  hardly  explain  the  reported  annual  Increase  In  total  popula- 
tion for  the  years  for  which  such  figures  are  available.    Secondly,  data 
on  emigration  are  Inadequate  and  there  is  almost  a  coqilete  absence  of 
Immigration  data.    These  two  factors  make  It  difficult  to  verify  the 
difference  In  rates  of  Increase  In  population  itom  year  to  year. 

According  to  estimates  made  by  the  United  Hatlmis  Relief  and 
Hbrfcs  Agency  for  Palestine  Refugees,  the  population  of  Lebanon  amounted 
to  1,353,000  In  1953.    Lebanon,  therefore,  with  a  population  of  338 
persons  per  square  mile,  is  more  densely  populated  than  any  other  country 
of  the  Arab  world  except  the  Mile  Valley  of  Egypt. ^ 

^United  Nations  Relief  and  Works  Agency  for  Palestine  Refugees, 
Quarterly  Bulletin  of  Economic  Pevelopmeiat .  Mo.  11  (Beirut:  July^l9S4), 
p.  112. 
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Ubanon's  population  Is  rising  *t  a  rapid  pace.    Total  population 
la  aatlmatad  at  1.5  ■llllon  la  1957  or  ovar  1.7  tliiaa  tha  1932  population 
of  about  860,000.    (Saa  Tabla  1.)    tha  annual  avarage  rata  of  Increase 
In  population  batwaao  1947  and  1956  Is  about  22.0  per  thousand.    If  aalgra- 
tlon  had  not  axcaadad  Imlgratlon  during  this  period,  the  rata  of  In- 
crease  would  have  been  higher. 

ynlttratlon.»»Bnlgratlon  has  taken  place  froa  Lebanon  for  several 
generations  and  reflects  the  daring  eplrlt  (or  migratory  tradition)  of 
the  people  and  the  paucity  of  resources.    While  no  coaplete  data  on  enlgra- 
elon  exist,  several  estlnatas  heve  been  made.    It  has  been  estlnated  that, 
between  1860  and  1900,  about  120,000  persons  enlgrated  fraa  tebanon  and 
Syria— an  average  of  3,000  a  year— of  whom  over  half  were  fron  Lebanon.^ 
In  1900-1920  the  annual  average  rose  to  15,000.^    Froa  1922  to  1947, 
emigration  from  Lebanon  waa  estimated  at  400,000  or  an  annual  average  of 
12,000.^    lasadlataly  after  World  War  II,  the  annual  movMsent  averaged 
3,000  peraons.^   Balgratlon  for  the  period  1951-1956  totalled  21,986. 
(See  Table  1.)    This  figure  assumes  greater  Importance  when  one  bears  In 
mind  that  74  per  cent  of  the  emlgranta  were  between  the  ages  of  15  and  44. 
In  recent  years,  emigrants  have  gone  mostly  to  Brasll,  Australia,  and  the 
Arabian  Peninsula.' 

Imwlgrat Ion. — ImalKrat Ion  consists  mainly  of  foreign  nationals 

B.  Hlmadeh,  The  Economic  Organisation  of  Svrla  (Beirut: 
American  Press,  1936),  16. 

^Ibld..  p.  1«. 

■ ,     '  i  ■ .  > 

^Gebrlel  Menassa,  L'Economle  Llbanalse  et  le  Reformc  de  I'Btat 
(Beirut:  Imprerle  Cathollque,  1948),  p.  400. 

He  CoBwerca  du  Levant  (Beirut)  October  9,  1954. 
'ikid. 
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who  intend  to  return  to  their  country.    These  iMoigrants  ere  concerned 
with  conereial,  nissionery,  and  philanthropic  activitiea.    According  to 
figures  conpiled  by  the  "Surete  Generale"  in  Lebanon  and  published  by 
the  Ministry  of  National  IcontMny,^  the  nun*er  of  foreign  nationals  in 
Lebanon  in  January,  19S4»  totaled  16*424  peraens,  80  per  cent  of  whom 
were  living  in  the  Beirut  area.    Over  half  (58  per  cent)  of  the  foreign 
r««id«ata  were  daaaified  —  either  under  the  age  of  15  or  persons  with- 
out any  specif ic  prefeeeien.    The  largest  single  nationality  was  the 
French  (3,006  persons),  followed  by  the  British  (2,328  persons),  and  the 
AoMrieans  (1,901  persons). 

In  addition  to  the  foreign  nationals  residing  in  Lebanon,  there 
were  (1955)  about  50,000  naturalised  Amenians  in  the  country. ^  This  « 
latter  figure  is  included  in  the  total  population  of  Lebanon  in  Table  1. 

Since  1948  the  country  has  experienced  a  sudden  influx  of  Arab 
refugees  froa  Palestine.    According  to  the  United  nations  Relief  and 
Works  Agency  the  nunber  of  registered  Palestinien  refugees  totallad 
103,625  as  of  October,  1955.    A  breakdown  of  the  nuaiber  of  refugees  in 
Lebanon  by  district  Is  presented  in  Table  2. 

.   .  ■  ,     ■  ■  ■  ■  - 

JfMval  and  urban  yoeulatlon  and  religious  affiliation. »-l»o  official 
breakdown  of  the  population  into  rural  and  urban  is  available,  but 
reeent  estioates  indicate  the  total  population  in  1953  was  divided  into 
40  per  cent  urban  and  60  per  cent  rural. ^    There  is  no  reason  to  think 

^Bulletin  Star.istlaue  Trtroestriel.  V  (Deuxieise  Trioestre,  1954), 

61-65. 

^Banque  Libanaise  pour  le  Cnaneree,  gconomtc  Bulletin.  Mo.  26 
(Beirutt  April,  1956),  p.  2. 

^United  Rations  Relief  and  Works  Agency  for  Palestine  Refugees, 

op,  cit..  p.  128. 


NUMBER  or  REGISTERED  PALESTIMIAN  REFUGEES  IN  LEBANON  BY  DISTRICT.  1955 


District 


Number 


Bairut 


16,286 
7,410 
20.396 
47,847 
11,686 


South  Lebanon 
North  Lebanon 


Total 


103,625 


Source:    United  Nations  Raliaf  and  Works  Agency  for  Palestine 
Refugees,  Basic  Statistics  of  UNRWA  Assistance  to  Palestine 
Refugees  (Beirut!  1956).  p.  1.  (MiMOgrafhed) 

ti^t  this  fattern  has  changed  significantly  since  1953.    Equally  as  in- 
portaae  as  the  raral-urbaa  classification  of  the  population  is  the  one 
based  on  religious  classification.    The  religious  groups  in  1955  repre- 
sented:  Christians  (54  per  cent);  Muslims  (44  per  cent);  and  Jews  (2  per 
cent).^    Members  of  Parlianent,  who  nuaber  66,  are  elected  by  the  people 
with  proportional  representation  based  on  religious  affiliations. 
Natural  resources 

The  &!Ost  is^ortant  natural  resources  of  Lebanon  are  its  location 
and  its  water  supply.    The  location,  at  the  crossroads  of  three  conti- 
nents. Is  the  principal  reason  why  this  tiny  country  has  been  able  to 
achieve  one  of  the  highest  levels  of  per  capita  income  in  Aaia  and 
Africe.^    This  location  enables  tho  Lebanese  to  act  as  aiddleawn  for 
the  transhipsMmt  of  goods,  and  places  thasi  in  an  extremely  favorable 

^Banque  Libanaise  pour  le  Cooneree,  Beononic  Bulletin.  No.  26 
(Beirut:  April.  1956),  p.  2. 


See  Table  5,  p. 21. 
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position  to  serve  as  financiers  not  only  for  the  Middle  Eastern  count rlw, 
but  also  for  other  countries  of  Asia  and  Kurc^.    This  is  as  true  today  as 
it  was  in  a  former  day  when  ancient  Phoenicia  with  its  Sidon  and  lyre  was 
at  the  crossroads  of  world  coraneree. 

fhe  location  of  Wbanon  is  also  responsible  for  its  large  incone 
from  tourism.    The  climate  is  aild  and  the  proxlaiity  to  sea  and  aoun* 
tains  is  enticinf  to  vacationers  from  Europe  and  the  Middle  East.  furtiMr* 
noft  the  country  It  idaally  situated  to  attract  and  benefit  fren 
tourists  enroute  to  and  froia  the  Holy  Lan4s  of  both  the  Christian  «u«d 
Muslin  faiths.  '  .  ' 

Hie  water  resources,  with  the  exception  of  the  seashore,  are 
largely  undeveloped.    It  Is  with  these  that  the  Lltani  Project  and  Biany 
of  the  other  develoi^aent  prcgraas  are  ctMicemed.    The  developnent  of  the 
water  resources  should  provide  water  for  irrigation,  power  for  consuoer 
and  industry,  and  water  to  io^rove  the  health  standards  of  larga  segstents 
of  the  populetion. 

While  it  is  true  that  adequate  studies  of  the  country's  mineral 
and  aetel  resources  have  not  been  inade^  It  Is  safe  to  say  that  they  do 
not  aboon4.    While  about  70  per  cent  of  the  land  Is  siouatainotts  and 
much  of  it  rocky,  these  provide  abundant  quantities  of  building  stone 
and  aggregates.^     Any  development  progran  should  be  designed  to  aaka 
ooaxlnuis  use  of  trhe  natursl  recourees  available. 
JfSb2£ 

Of  a  population  estimated  at  1,268,000  in  1950,  about  357,000 
were  elaaslfled  as  "econonlcally  active**  (Table  3).    These  estimates, 

''Alexander  Glbb,  The  Economic  Developaaent  of  Lebanon  (Londont  ' 
19A8),  pp.  81-82. 
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WSTRlBmOH  OP  SCOMOMICALLY  ACTIVE  MALE  POPOUTIOH 
IN  UiBANON  BY  OCCUPATION*  19S0« 


Typ9  of  Activity  In  Thousands  Per  Cent 


A.   Agriculturat  185^  St 

1.  Oim«r"CuItivator  115  - 

2,  air«4-Haad  70 

K   tn*»»tryi  33. 3^  9 

1.  MMhanlMd  Indus t;vy       '  23.3 

2.  Rsndierafts  '  10.0 

C«    Cwwtructlon:  10.0*^  t 

!•    Inginssrs  and  Contractors  1.0  V 

2.    Waye  Earners  9,0  z^j 

B*    Trade,  Finance,  and  Insurance:  65.0*  It 

1.  Independents  or  Employers  30.0 

2.  Smployees  35*0 

t.    Services;  19.0^  S 

1.  Kstablishatents  and  Independents  2.3 

2.  Salaried  16,7  '  ' 

F.    Traasportatiom  20.0*  # 

h 

6.    GoveroBient:  25.0  6 

1.  Salaried  10.0 

2.  HAge  Earners  15.0 


TOfAli  357.3  100.0 


^Hcxcluded:    all  under  the  age  of  12  and  over  the  age  of  51* 

Source:  b    Blie  Ganaage,  '^La  Eedistribution  des  Kevexius  au  Liban,'* 
L*Ecoaomie  Libanaise  et  le  Proi^res  Social  (Beirut:  Editions  les  Lettres 
Orientales,  1956),  p.  193;  c,  d,  e,  and  h  were  secured  from  Nr.  K.  Sanbar, 
formerly  of  the  International  Bank  for  Reconstruction  and  Development  and 
nov  Assistant  Manager  of  the  First  Rational  City  Bank  of  New  York,  Beirut 
Branch,    f  and  g   Albert  Badre,  "National  Income  of  Lebanon,'*  Middle  East 
Economic  Papers.  1956  (Beirut:  American  University  of  Beirut,  1956),  pp. 
24,  28. 
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the  only  ones  available  which  give  a  breakdown  of  Che  male  labor  force 
by  occupation,  exclude  all  over  the  age  ot  SI  end  below  the  age  of  U* 
These  figures  seen,  therefore,  to  underestisMte  the  labor  force  (nuaber 
of  people  actually  scononlcally  occupied)  In  Lebanon.    They  are  signlfl* 
cant,  however,  for  giving  some  Idea  of  the  nature  of  the  Lebanese  economy 
and  the  distribution  of  the  labor  force,    fispocially  Important  is  the 
•■all  proportion,  about  11  per  cent,  eagagad  In  Industry  and  construction. 

These  estimates  of  the  size  of  the  labor  force  were  confirmed  by 
the  United  States  ICA  Mission  to  Lebanon.    Xn  a  1957  report,  the  labor 
force,  excluding  that  part  engaged  in  agriculture,  was  estimated  at 
about  175,000  In  1956.^    This  report  also  states  that  about  50  per  cent 
of  the  economically  active  population  Is  engaged  in  agriculcure.  To 
this  docestlc  labor  force  should  be  added  some  of  the  Falestinlan 
refugees  that  are  of  working  age. 

The  United  States  Department  of  Cocmeree  states  that  '*unsklllei 

labor  and  white  collar  workers  including  those  engaged  in  the  pro* 

fesslons  are  relatively  plentiful."     This  estimate  of  a  plentiful  supply 

of  unskilled  labor  is  substantiated  by  recent  studies  of  edmund  Aefour. 

Estimates  of  unenqiloyment  among  the  Lebanese  population  vary  " 
between  30,000  and  40,000  or  roughly  between  10  and  15  per  cent 
of  working  population.    These  figures  take  no  account  of  disguised 
u?i«niployTnent  and  undereinployment  which  are  so  potently  obvious 
both  in  towns  and  villages. 

Unfortunately,  no  data  are  available  which  classify  uneaployment 

in  urban  and  rural  areas  nor  as  to  skilled  and  unskilled  labor.    The  . 

^U.8.  Operations  Hlsslon  to  Lebanon,  1957  Progress  Report 
(Beirut:  Catholic  Press,  1938),  p.  96. 

U.S.  Department  of  Commerce,  Marketing  Potentials  in  Lebanon 
(Washington,  Msrcb^l958),  p.  5.  ,  v  , 

^Edmund  Asfour,  "Industrial  Development  in  Lebanon,"  Middle  ^fs^ 
Economic  Papers.  1955  (American  University  of  Beirut,  1955),  p.  1. 
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••tlMtM  of  30,000  to  40,000  unooployod  lnclud«  both  •klllad  ud  un- 
•klll«d  workMS.  It  is  not  ^••Ibl*  to  dotomlno  tho  av«ilabllity  of 
this  labor  force  to  aoot  tho  roquiroMmts  of  tho  dovslofMBont  progroi. 

Thoro  is  soM  ovidone*  that  tho  supply  of  skilled  Isbor  nay  bo 
liaitod.    Tho  United  States  Dcpartaent  of  CoMieree  states  that  a 
shortage  exists  in  certain  categoriea,  such  as  construction  workers, 
— rhtnlrs.  and  industrial  workers.^    This  shortage  nay  be  local  rather 
than  general  because  of  the  iM^ility  of  workers.    Many  of  the  skilled 
laborers  live  in  rural  arees  and  often  refuse  to  leave  their  hoaM 
village  for  woric  elsewhere.    Further  evidence  of  the  shortage,  at 
least  of  a  local  nature  and  in  sone  categories  of  skills,  is  found  in 
the  increase  of  wages  of  skilled  workers.    Ordinarily  the  weges  of 
skilled  woricers  vary  between  U.7  and  U.12  per  day.^    It  was  reported, 
however,  that  in  socm  locelities,  workers  engaged  in  reconstruction 
following  the  recent  earthquake  daaages  received  LLZSper  day.  This 
increase  was  priaerily  the  result  of  a  damnd  for  skilled  labor  in 
excess  of  the  local  suqpply.    In  Spite  of  the  large  wage  iiwreases,  it 
was  necessary  to  inport  skilled  foreign  labor,  particularly  Hasons 
ftoa  Egypt. 

When  the  Eltational  Reconstruction]  Office  started  to  rebuild 
the  damaged  hoses,  wages  for  nasons  increased  at  an  unprecedented 
rate,  reaching  in  soae  localities  LL25  per  day.  .  .  .    The  proble* 
was  further  aggravated  by  the  refusal  of  sone  nasons  to  work  away 
fron  their  hoaes  or  villages.  ...    In  order  to  alleviate  the 
situation,  to  speed  up  operations,  and  to  prevent  a  rise  in  wages, 
the  Office  saw  fit  to  rely  on  inported  nasons  fro*  Egypt. ^ 

>  -    '^United  States  D^artaent  of  Coonerce,  op.  cit..  p.  5. 

^Infomation  secured  fron  Ministry  of  Public  Works,  Beirut, 
by  letter  dated  June  10,  If 37.    LL  is  the  nonetary  unit  of  Lebanon. 

^Republic  of  Lebanon,  Metional  Recmistruction  Office,  F;Lrst 
Annual  Repprt  (Beirut:  August,  lfS7  ),  p.  73.  Arabic* 
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National  Product  and  Capital  Invaatmant 
Tha  produetlva  capacity  of  Lebanon  can  parhaps  ba  aacartalnad  by 
dlseuaalng  aooM  aspacta  of  national  product.    Statlatlcs  on  tha  nat 
4oMatlc  national  product  of  Labanon  for  1950*1956  ara  praaantad  In 
Tablaa  4  and  6.    Tbaaa  data  danonatrata  tha  ralatlva  laportanca  of  tha 
varloua  aactora  In  tha  ovarall  incona.    Thay  alao  bring  out  cartaln 
pacullar  faaturaa  of  tha  aconoay  of  Labanon.    Tha  cholca  of  tha  parlod 
(1950-1956)  la  by  no  naana  arbitrary;  It  la  tha  only  parlod  for  %rtilch  a 
eontlnuoua  aarlea  of  aggragata  and  ralatlvaly  rallabla  Incona  data  ara 
•vallabla. 

Croirth  of  tha  jconomv 

Am  can  ba  aaan  from  labia  4»  tha  aconomy  has  contlnuad  to  ex- 
pand at  a  notlcaabla  rata.    Mat  donaatlc  national  product  at  currant 
prlcaa  roaa  froa  111,023  nllllon  In  1950  to  LL1,46S  million  In  1956, 
an  Incraaaa  of  43.2  par  cant.    Thla  Incraaaa  In  net  national  product 
can  ba  viewed  aubatantlally  aa  an  Incraaaa  In  real  Income.    By  de- 
flating the  aggregate  flgurea  by  the  wholeeale  price  and  coat  of 
living  Indlcaa  reapectlvely  and  adopting  1950  aa  a  baaa  year,  real 
Income  ahowa  an  abaolute  Increaae  In  1956  over  1950  of  41.7  par  cant 
and  37.7  per  cent  reapectlvely.    The  annual  co^ounded  rate  of  growth 
la  S.58  par  cm»t  and  5.48  par  cent  reapectlvely.  -  . 

Ux  caalta  Income 

Data  on  abaolute  levela  of  per  capita  national  product  and  rate 
of  growth  per  ci^lta  for  tha  parlod  of  1950-1956  are  preaanted  In  Table 
4.    The  annual  average  per  capita  national  product  at  current  prlcea 
for  thla  period  amounted  to  LL866.    The  table  ahowa  that  even  after 
accounting  for  a  rate  of  lacreaae  In  population  of  22  par  thouaand. 
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TABLE  4 

NET  DOMESTIC  NATIONAL  PRODUCT  OF  LEBANON  IN  AMOUNT,  BY  TYPE  OF  INDUSTRY, 
IN  PER  CAPITA  INCOME,  AND  IN  RATE  OF  INCOME  GROWTH,  1950-1956 

(In  millions  of  LL  unless  specified) 


Category 

1950 

1951 

1952 

1953 

1954 

1955 

1956 

1. 

Trade 

286 

337 

333 

344 

350 

388 

434 

2. 

Ayriculture 

207 

211 

216 

221 

226 

253 

284 

3. 

Industry 

137 

135 

137 

139 

141 

156 

174 

4. 

Ownership  of  buildings 

96 

97 

98 

101 

104 

116 

130 

5. 

Services 

100 

103 

106 

109 

113 

126 

144 

6. 

Construction 

42 

35 

40 

40 

41 

46 

51 

7. 

Government 

72 

64 

64 

71 

73 

83 

95 

8. 

Transport  and  Communications 

36 

46 

50 

62 

63 

72 

81 

9. 

Finance  and  Insurance 

47 

43 

46 

50 

56 

63 

72 

10. 

Total  Net  National  Product* 

1,023 

1,071 

1,090 

1, 137 

1, 167 

1,303 

1,465 

a. 

Wholesale  Price  Index'' 

100 

126 

114 

103 

95 

96 

101 

b. 

(1950=100) 

Cost  of  Living  Index** 

100 

108 

108 

101 

96 

98 

104 

(1950:100) 

c . 

Real  Net  National  Produce 

1,023 

850 

956 

1, 104 

1,228 

1,357 

1,450 

(lO/a) 

cl. 

Real  Net  National  Product 

1,023 

992 

1,009 

1,126 

1,216 

1,330 

1,409 

(lO/b) 

d. 

Population,  Thousands'^ 

1,268 

1,304 

1,321 

1,353 

1,383 

1,425 

1,450 

Per  Capita  Income  in  LL  at 

Current  Prices  (10/d) 

807 

821 

825 

840 

844 

914 

1,010 

Real  Per  Capita  Income  in 

LL  (lO/a/d) 

807 

652 

724 

816 

888 

952 

1,000 

Real  Per  Capita  Income  in 

LL  (lO/b/d) 

807 

761 

764 

832 

879 

933 

972 

Percentajje  Rate  of  Growth  at 

Percentage  Rate  of  Growth 

/ln/.\d 

Percentage  Rate  of  Growth 

(10/b)° 

Percenta^;e  Rate  of  Growth  per 

Cant  t-  a     at-     dtVifant-     Dt*  j  r>  a 

Perccntaj^e  Rate  of  Growth  per 

Capita  (lO/a/d)'' 

Percentage  Rate  of  Growth  per 

Capita  (lO/b/d)" 

- — 3.19— 

Source:  *1950:    Albert  Badre,  "The  National  Income  of  Lebanon,"  Middle  East  Economic  Papers.  1956 
(Beirut:  American  University  of  Beirut,  1956),  p.  13. 

1951-1956:  United  Nations,  Yearbook  of  National  Accounts  Statistics.  1958  (New  York: 

1959),  p.  139. 

bBulletin  Statistique  Trimestriel,  IX  (Deuxieme  Trimestre,  1958),  33-34. 
CTable  1,  p.  10. 

''The  rates  are  annual  averages  compounded  arrived  at  by  using  the  following  formula: 

N   

r  »       /Pn        -  1 
I/Po 

where:  r  -  the  rate  of  increase  or  decrease  per  year; 
N  «  the  number  of  years; 
Po  '  amount  at  end  of  period; 
Pn  ■  amount  at  beginning  of  period. 


th«  IncrMtc  In  real  per  caf  It*  lutional  product  bfttw««ii  1950-1956 
•aouatad  to  23.9  p«r  coat  as  aoasurod  by  tbo  wboloaalo  prleo  iadox  and 
20.A  par  cant  aa  aaaourad  by  tba  coot  of  living  Indox.    Thaoa  flguraa 
aaount  to  an  annual  coopoundad  rata  of  growtb  of  3.64  por  cant  and  3.19 
par  cant  raopaetlvaly. 

Intamatlonal  coaparlaons  of  IncoM  ara  otibjaet  to  •arlottsUal* 
tatlons  owing  to  (1)  tba  dlffarancat  la  concapto  and  Institutional 
arraagMMnts.  (2)  tba  crudanaas  of  tba  avallabla  astlaatas  in  local 
eurrmclaa  for  aany  countrlas,  (3)  tba  difficulties  of  converting  tba 
aatlaatas  Into  conaon  currency.    Data  on  tba  annual  average  per  C4^plta 
national  product  for  1952-1954  for  54  countrlas  ara  presented  In  Table  5. 
Tbe  data  are  reasonably  adequate  for  purposes  of  making  broad  conparlaona 
of  per  ci^lta  Incoaa  lavala  for  tba  eouatrlas  covered,  Indlcatlag  tba 
disparities  betwe«i  tbe  underdeveloped  and  tba  developed  ceuntrlaa. 

Tbe  per  capita  national  product  of  Lebanon  Is  tbe  fourtb  bluest 
In  Asia  and  Africa,  being  exceeded  by  Israel,  Malaya,  and  tbe  Union  of 
Soutb  Africa. 

Slffllf leant  features  of  net  national  product 

Tbe  relative  Inportanca  of  tbe  Individual  sactora  to  tbe  net 
national  product  Is  dsnonstrated  by  tbe  data  In  Table  6.    Tbls  per- 
centage breakdown  deaonstratas  tbat  during  tba  period  for  wblcb  data 
ara  available  tbere  were  no  Inq^ortant  cbangea  In  tba  percentage  con- 
tribution of  eacb  sector. 

Tbe  blgb  proportion  of  incooe  earned  In  tbe  trade  and  flaaaca 
sectors  (over  a  tblrd).  Is  one  significant  feature  of  tbe  national  pro- 
duct.   In  general,  tbls  factor  la  due  to  tbe  preponderance  of  tbe  produc- 
tiM  of  aarvlces  over  tba  production  of  gooda.    Tbla  pattern  Is  no  accident} 
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TABLE  5 

ESTIMATES  OF  PER  CAPITA  NET  NATIONAL  PRODUCT  OF  54  COUNTRIES 
EXPRESSED  IN  US  DOLLARS:  ANNUAL  AVERAGE  1952-1954 


(At  factor  cost) 


A  F  R 

I  C  A 

ii  n  Ci    t\  L 

r  A 

A    Q    1  A 

17    tl    D    A  D 

Ci  u  K  u  r 

El 

U  C  l£  A  n  L  A 

Range 

In  US 

Per 

Per 

Per 

Per 

Per 

dollars 

Country 

capita 

Country 

capita 

Country  capita 

Country 

capita 

Country  capita 

Over  1000 

United 

Switzerland. 

.1010 

New  Zealand.. 1000 

Luxembourg. . 

..890 

750-1000 

United 

..750 

Venezuela 

500-749 

Netherlands. 

..500 

Union  of 

Argentina. . 

..460 

South 

Puerto  Rico 

..430 

Malaya(a)...310 

250-499 

Rhodesia 

and 

Nyasaland. , 100 

Jamica(a) . . 

..180 

Philippines. 150 

Belgian 

Dominican 

Republic. . 

..160 

Under  250 

Guatemala. . 

..160 

(a)  1952. 


Source:  United  Nations,  Per-caplta  National  Product  of  Fiftv-five  Countries:   1952-54  (New  York: 
1957),  p.  7.  
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it  results  from  the  country**  poverty  In  natural  resources  and  its  ad* 
v«at«9Mus  geognqthical  locatlm.    An  energetic  people  have,  froa 
necessity,  bccoac  tradesaien,  end  tradition  has  furthered  this  develop* 
■eat.    The  international  outlook  which  characterizes  the  population  is 
reflected  in  the  presence  of  Lebanese  in  many  countries  and  in  their 
fluency  in  foreign  languages.    Trading  connunltles  have  been  established 
in  the  many  host  countries,  and  those  have  created  connerclal  and  .  , 
£in«icial  links  vith  Lebanon.       .  .  >  , 

leeause  of  the  preponderance  of  trade  as  a  source  of  national 
product J  the  ability  of  Lebanon  to  support  a  developnent  prograa  depends 
t9  a  large  extent  on  •  continued  favorable  position  in  the  field  of 
trade.    This  is  all  the  more  true  because  raost  of  the  goods  Lebanon    ..  .u. 
handles  are  not  its  own  preduots.    Available  statistics  for  1952  and 
1953  indicate  that  about  70  per  eent  of  the  inoosae  of  the  trade  sector 
originated  in  foreign  trade  (ioq^rts,  exports,  transit,  and  entrepot). 
Of  the  total  contribution  to  the  foreign  trade  sector,  escports  accounted 
for  only  about  1  per  cent.^    Conniodity  production  in  the  sectors  capable 
of  producing  ej^ortable  goods  (except  construction  materials)  is  lov. 
Industry  and  agriculture  combined  produced  less  than  one  third  of  the 
national  product  during  the  period  1950-1956,  and  only  a  sawll  proportion 
•f  the  products  was  actually  exported. 

The  predominantly  service  character  of  the  eceneaiy  oeaas  that 
many  of  the  physical  re^ireawnts  for  economic  development  (some  con> 
struction  materials  excepted)  must  be  ii^torted. 
Saving  and  iavestaent 

:  TWO  other  characteristics  of  the  net  national  product  are  important 

^International  Bank  for  Reconstruction  and  OevelopMnt,  The  Current 
Icenomic  Position  and  Prospects  of  Lebanon  (Washington:  1956),  p.  10. 


for  this  study.    Th«  first  of  th«8e  concerns  savings  and  the  second  la« 

vestaent.    While  no  d«t«  of  total  savings  In  Lebanon  are  available, 

•one  Indication  of  Its  aiagnltude  and  source  nay  b«  derived  from  a  recent 

survey*^    Accordlnt  to  the  conclusions  of  this  study,  a  large  proportion 

of  IncoMs  In  Lebanon  go  for  personal  consunptlen,  leaving,  therefore, 

e  stnall  proportion  for  savings.    Estimates  of  the  pattern  of  con- 

•wftioe  «a4  savins*  vhleh  are  the  first  of  their  kind  for  Lebanon  «n4 

which  are  prelinlnary,  indicate  that 

At  least  half  of  all  Beirut  households  spend  more  than  30  per 
cent  of  their  Incooe  on  food  alone.  .  .  .    Nlnetyfour  per  cent  of 
the  Beirut  families  reported  no  savings  for  the  previous  year.  .  .  • 
In  the  top  IneoM  bracket,  2.7  per  cent  of  the  fasiilles  contrl« 
buted  approxlnately  64  per  cent  of  total  savings. ^  v 

The  survey  also  pointed  out  that  other  urban  areas  (Sldon  and  Tripoli, 

for  exaaplc),  •'would  have  a  lower  concentration  of  wealth  than  Beirut, 

and,  conecftiently,  people  of  these  other  urban  centers  would  spend 

proportionately  nore  of  their  income  on  food. 

The  other  characteristic  of  net  national  product  which  has  sig* 

nlflcance  for  this  study  concerns  not  only  the  magnitude  of  Investments 

hut  also  Ite  direction*    Investment,  as  indicated  in  Table  7,  was  be* 

tveen  12  and  16  per  cent  of  net  national  product  for  the  period  under 

consideration.    Confared  with  other  underdeveloped  countries,  this  per« 

centage  is  hlgh.^   This  level  of  Investsient  se«»s  to  conflict  with 

^Econocaic  Eesearch  Institute,  Ataerican  University  of  Beirut,  Urben 
Survey  Study.  1954  (Beirut:  19SS).    Extract  froa  U.S.  Departnent  of 
CoBsaarce,  I'krkctini^  fcvcntlals  in  liebanon  (Waahingtoa:  Harcb,  195S),  pp.  3*4« 

-  ^ibid.  Hhid. 

^The  ratios  of  net  capital  formation  to  net  dooestic  product  for 
a  few  underdeveloped  countries  were  as  follows:    India,  7 (1933)}  Pakistan, 

6(1953)}  Philipi;ineB,  6.4(1952);  and  Ccylou,  5(1953).    W.W.  Sostow, 
"The  Take-off  into  Self-Suatained  Growth,"  The  Econwaic  Journal.  LXVI 
OfKch,1956),  36. 
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eonduslons  stAted  abovs  with  respect  to  consumption. 

This  apparent  discr^ancy  can  be  explained  by  tbe  fact  that  a 
large  part  of  Investment  is  not  financed  out  of  domestic  national  pro- 
duct but  from  the  remittances  of  emigrants  and  from  capital  transfers 
from  the  oil  region  of  the  Middle  East.^    The  magnitude  of  the  emigrants* 
remittances  and  capital  transfers  can  be  brought  into  sharper  focus 
if  we  consider  the  else  of  the  accumulation  of  gold  and  foreign  exchange 
by  the  official  as  well  as  by  the  private  sectors.    The  net  additions 
to  official  foreign  assets  amounted  to  LL44  million,  ZXS6  million,  and 
UL3S  Klllioa  for  the  years  19S3,  1954,  and  1955  reapwitlvely.^   Set  ad- 
dltiens  to  the  private  Lebanese  holdings  of  gold  can  be  ascertained  by 
the  magnitudes  of  net  gold  imports  in  recent  years,  after  making  an 
adjustment  for  the  share  of  the  official  sectors  in  these  imports. 
(Cf.  Tables  16,  18,  and  34.)    The  total  holdings  of  foreign  exchange 
by  the  private  sector  are  not  known.    As  reported  by  the  New  York 
Federal  Reserve  District,  however,  the  private  Lebanese  holdings  in  that 
district  amounted  to  $22. 3  million  at  the  end  of  1956.^ 

A  large  part  of  the  national  product  goes  to  "a  privileged  few.'*^ 
This  distribution  of  Income  makes  possible  a  greater  volume  of  domestic 
savings  than  the  survey  quoted  above  would  inply.    It  is  probable  that 
savings  are  accounted  for  by  the  few  who  are  in  the  high  income  groups 

^Albert  Sadra,  "Le  Roveau  National  au  Liban,"  I«*Ecoiioa;te 
Libanaiae  et  le  Pro^rea  Social  (Beirutf  Editions  les  Lettres  Orlentales, 
1956).  p.  L-y,        ,  .  .  ,  .  .  ,  ,  . 

  ^Sae  Table  34,  p.  142. 

^federal  Raserve  Bullet ia.  Vol.  44,  Ho.  6  (Jun8^1953),  725. 

*Paul  Sla:,  "The  Putura  of  Bccaomic  De/elopoaat  iu  the  Ax*ab 
World,"  Middle  East  Bconomic  Papers.  1956  (Beirut:  American  University  of 
Selrut,  l'.^56),  p.  58, 
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ajBd  by  ehs  Government.    This  distribution  of  Ineone  oay  be  regarded,  as 
l«t  *«  natloBsl  ssvlags  go,  as  a  blessing  in  disguise. 

It  is  not  only  the  total  investment  which  is  signiflcaut  fox:  this 
study  but  also  the  direction  of  investment.    invesKtteat  is  cabcdied  in 
concrete  things  end  not  all  of  them  equally  increase  i^coduccive  eapaciky* 
As  the  data  in  Table  8  show,  about  half  of  investuant  was  directed 
toward  building  construction,  whereas  investment  in  agriculture  and  in- 
dustry was  minor. 

TABU  8 

Dmmoif  Of  vmsmmn  ir  Lebanon,  by  cohponent  classes,  1950-19S4 

(Millions  of  LL) 

Type  of  Investment  1950        1951        1952        1953  1934 


»»»»liV                            M          It  II  U  ^ 

Private              Mg^}    ui  m.  m  m 

Building  Construction     74           ft  ft  ff  f| 

Industry                         21  ^.        If  li  jS^  IS 

Agriculture            >"  '  W  '  " -  M  U     "    '    W'  • 'It 

Services         "  -''  \-'-'||    '■  vZ  /ll  .  .       14  IS  16 

Transportation                •          14  li  H  IM 


! 

Source!  International  Bank  for  iUconst ruction  and  Davelopment ,  ; 
The  Current  Sconomic  foiilciC|a  ^lU  gfo^jccts  of  Libar.cft 
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Agriculture 

Itand  use 

Translatod  Into  terms  n»re  meaningful  for  this  study,  the  4,000 
square  nlles  which  make  up  the  land  area  of  Lebanon  are  equivalent  to 
approximately  1,017«000  hectares.^    Data  on  land  and  land  use  are  pre- 
sented In  Table  9.    It  must  be  pointed  out  that  the  tern  "forests'*  re- 
ferred to  in  the  table  should  be  accepted  with  caution.    There  are  la 
reality  no  forests  In  Lebanon  of  merchantable  saw  tiod^r.  Reforesta- 
tion Is  badly  needed  to  check  soil  erosion  and  produce  aore  wood  for 
the  nation)  9  ecooongr.    At  present,  Lebanon  in|K>rts  alaost  ell  its  wood 
requirements.  h  -  ' 

The  total  number  of  hectares  under  cultivation  was  estiisated  at 

271,000  In  1954.    At  that  time  it  was  estimated  that  there  were  180,000 

hectares  of  additional  land  which  was  considered  suited  to  cultivation. 

From  1954  to  1957  land  under  cultivation  increased  by  only  7,000  hec- 
2 

tares;    therefore,  about  173,000  hectares  potentially  suited  to  culti- 
vation were  not  then  productive. 

Zn  order  to  bring  the  potentially  productive  land  under  cultiva- 
tion, extensive  terracing  Is  necessary.    Irrigation,  Involving  the 
provision  of  the  needed  water  and  an  extensive  punning  system  to  lift 
the  water  to  higher  levels,  will  be  re4|ttlred.    The  eiqpeases  Involved  in 
these  projects  are  beyond  the  financial  ability  of  the  Individual  farmer. 

The  ratio  of  cultivated  land  to  population  is  low.    It  was  esti- 
mated in  1934  to  be  less  than  0.20  hectares  per  capita.    Even  with  the 

^One  hectare  is  equal  to  2.471  acres. 

2pood  and  Agricultural  Organisation  of  the  United  Nations, 
Production  Yearbook.  Vol.  12,  1958  (Rome:  1959),  p.  5. 


TABLE  9 

USD  AMD  UMD  USE  IN  LEBANON,  1954 


r«ir  C«nt 


araa  in 

Ait 

WW 

Hactaraa 

Total 

971  nnn 

7*>oa 

Xrrlg«t«d  fatMing 

50,000 

4.91 

Dry  famlag 

188,000 

18.48 

Fallow 

33,000 

iS.24 

CultlvabU 

180,000 

17.70 

trrlsatad  faming 

40,000 

^.94 

Dry  fazalng 

140,000 

13.76 

Natural  pasturas 

7,000 

.69 

Foraats 

80,000 

7.87 

Capabia  of  raforaacatloa 

200,000 

19.66 

Roads*  watar  pat^bs,  and 

built-up  proparty 

79,000 

7.77 

Kocky  (uuL  waetaland 

200,000 

19.66 

Total  Araa 

1,017,000 

IOC. 00 

Sourea:  Alfrad  CluHDua,  "Mrha  Ministry  of  Asrlculttira," 
Stadias  oa  tha  6ovanB»ent  of  Labanon  (lajah  HiaMdah,  ad.) 
(Bairut:  Dar-Al»rouaoun  Prass,  1956),  pp.  195*190.  Arabic. 


addition  of  7,0<M)  h«ct«r«s  fro-  T954  to  1957,  thm  ratio  had  incraaaad  to 
only  0.30  hactaraa  ft  cafita  thougb  tha  yopulatim  incraaaad  by 

140,000  to  1,300,000.^  v  ^  .    ..    '.^'iH-.   ■     ,  :  ' 

It  is  eatlaatad  that  "h^ilf  of  tlia  iio^^ulation  -iofanda  on  farming 
for  a  livelihood."^    rhis  agtiraata  is  probably  Inaccurate.    A  fairly 
largQ  nimbar  of  pat^le  residing  In  the  rural  areas  and  saetalngly  en- 
gaged In  agriculture  draw  their  livelihood  fro»  courlsn  trade  and/or 
roalttancea  fron  relatives  abroad.    Neverthalesd,  Axen  the  araa  under 
cultivation  la  considered  in  relation  to  the  population  as  noted  ahova 
the  praasure  of  population  on  land  is  obviously  a  problcsn.    Doth  the 

« 

cultivated  area  per  inhabitant  and  production  per  acre  arc  Inadcfuata. 
Only  through  an  increaaa  in  cultivated  ar«aa  and  l-jprovad  agricultural 
oethods,  inoludiag  irrigation,  aaa  agricultural  production  be  incraased. 
Acricultttral  production  .  ^„ 

In  spite  of  the  inadequotcy,  in  general,  of  agricultural  produc- 
tion, Lebanon,  bacauaa  of  variations  in  cliiaate,  produces  a  great 
variety  of  agricultural  products.    Included  in  the  agricultural  output 
are  subtropical  crops  such  as  bananas  and  oranges;  olives,  which  ar* 
found  in  tha  dry  coastal  plains  and  on  higher  elevations;  apricots, 
paaches,  paars,  apples,  figs  and  grapes,  which  are  groun  at  elevations 
of  froa  2,000  to  5,000  feat;  wheat  and  onions  are  grown  in  the  interior*^ 

The  coBBposition  of  agricultural  production  in  tiebanon  is  shown 
in  Table  10.    Those  data,  compiled  fron  various  sources,  although  not 

*Ibld.,  p.  14. 

^POA  Report.  Vol.  I,  p.  V-26. 

^M.  H,  Lewis,  "Lebanon  and  Its  Terraces,'*  The  Geographical  Re- 
vlaw,  XIIII,  No.  1  <Janaar/jl953),  10-11. 


TABtB  10 

ifiHlCyLTJEAL  P30DUCT10N  IN  LEiAlKW,  1950-1957 
(In  thou««nd«  of  Mtric  ton*) 


Tyf  of  Product 

1950 

1951 

1952 

1953 

1954 

1955 

1956 

1957 

m 

102 

113 

112 

108 

109 

103 

124 

Fruitu'* 

m 

190 

212 

237 

277 

287 

317 

358 

f€get«bl«i* 

m 

m 

109 

146 

210 

224 

221 

Z16 

Legtiniaout** 

62 

58 

24 

18 

IS 

16 

18 

Inductrlal' 

m 

30 

31 

59 

67 

34 

80 

61 

Dairy  Produets^ 

36 

a.s. 

n.a. 

n.a. 

57 

63 

*Iaelu4ft»  wheat,  barley,  com,  oats  and  millet. 

^Includes  citrus,  bananas,  apples,  £,rapas,  fl^s,  ^rlcots,  paachaa, 
quincea,  cherries,  pluns,  loquats,  and  pears* 

^Ineludec  onions,  tcKoatoes,  cucumbers,  eggplants,  potatoes,  vataf* 
melons,  anc  ^^rettns. 

^hick  peas,  broad  beans,  lentils,  beans. 

*Tob£eco,  sugar  cane,  sesaoie,  hemp  fiber,  cottonseed,  and  olives* 
^mik.,  butter,  cheese,  lebaa  (sour  aillk). 

tovreet  (1950-1952)  Onited  Rations  Relief  and  Works  Agency  for 

Palestine  Refugees,  Quarterly  Bulletin  of 
Economic  Development,  ito.  10  (Beirut:  September, 
1954),  p.  56;  No.  12  (Beirut:  February,  1956), 
p.  84. 

(1953)  U.S.  Department  of  Caimaerce,  Basic  Data  on  the 

Economy  of  Lebanon  (Washington:  lune,  1955)  p.  3« 
(1954-1957)  Per  eatefiories  a,  b,  c,  d,  and  e,  Republic  of 
Labanon,  Ministry  of  At^rieulture,  Beirut.  On- 
published  statistics  on  agricultural  pro(kiction. 
Por  catsi^ory  f,  U.S.  Department  of  Commerce, 
Economic  Development a  in  Lebanon,  1957  (Washias* 
ton:  1958),  p.  6. 


St 

•lv«ye  reconcilable.  Indicate  the  more  inportanc  crops,  fnilti  and 
vegetable*,  the  production  of  which  has  increased  most  fron  1950  to 
I9t>i,    aabstantlal  increases  in  output  of  dairy  products  has  also  been  ^  n' 

achieved  while  the  production  of  legumes  has  actually  declined. 

The  loportanee  of  agriculture  in  the  total  economy  is  best  re- 
vealed  by  the  data  in  Table  4,  page  19.    Although  there  was  a  small  in* 
crease  In  the  contribution  of  agriculture  to  total  national  income  in 

-  ''-.  I 

each  year  and  a  considerable  increase  in  19S5  and  1956,  the  proportion 
contributed  remained  approximately  the  same.  r| 
Basic  sroblems  of  agriculture.  ^| 

The  reasons  for  the  deficiency  in  agrlevltural  production  ere 
not  difficult  to  find.    Production  "suffers  from  low  yields  per  acre 
resultiag  from  primitive  methods  of  cultivation,  limited  use  of  ferti- 
llsers,  and  lack  of  credit  facilities."^    The  primitive  methods  of  cul- 
tivation refer  to  poor  crop  rotation  methods,  lack  of  iayroved  seeds, 
and  little  use  of  agricultural  machinery.    This  latter  factor  is  under- 
standable because  the  country's  terrain  does  not  permit  the  extensive 
use  of  mechanisation.    But  it  is  clear  that  there  is  room  for  iivrove* 
ment.    Although  the  terrain  in  Israel,  for  example,  is  similar  to  that 
of  Lebanon,  the  former  had  4,500  tractors  in  use  in  1956  coaqpared  with 
195  tractors  in  Lebanon  for  the  same  period*^   Although  the  use  of 
fertilisers  has  increased  substantially  during  the  last  few  years,  the 
amount  used  does  not  meet  requirements.    Again  using  Israel  as  an  example, 

^FOA  Resort.  Appendix  to  Sactlon  VI.  p.  VU-17. 

^United  Nations,  Department  of  Economic  Affairs,  tconomle  De- 
velopments In  the  Middle  gast^  1957-^9^^  (Mew  York:  1959),  p.  63. 


we  find  that  the  application  of  all  type*  of  fertilizers  In  that  country 
aaounted  to  6A  kf .  par  hectare  of  Miltlvated  land  In  I9i5,  wkarcaa  for 
Lebanon  the  MMmnt  of  fettlllscrt  vaed  waa  36  kj.  per  lieetar«  for  tba 
tfaiae  year.^ 

Farhiqia  one  of  the  aost  iiaportant  factors  chat  lliait  agricultural 
production  and  yields  is  tha  lack  of  irrigation  syst«M*    Because  al« 
■ost  no  rainfall  occurs  between  June  and  Sept«ri>er(  crops  suffer  during 
the  long  dry  suonwr.    Although  botmtiful  water  resources  are  avail* 
able,  only  a  very  soall  portion  of  the  total  is  utilised  for  irrigation. 
Ihe  whole  area  suited  for  irrigation  is  estimeted  at  90,000  hectares.^ 
Irrigated  land  in  1946  anounted  to  45,000  hectarea'^  and  8  years  later 
(19S4)  only  5,000  hectarea  had  been  added,  resulting  froa  the  Kasaieh 
Irrigation  Project.    It  is  possible,  therefore,  to  increase  the  land 
under  irrigation  by  80  per  cent  and  tetal  land  under  cultivation  by 
aloost  15  per  cent  through  develofHoent  of  the  country's  water  resources. 

The  field  of  agricultural  credit  has  long  been  neglected.  Prior 
to  Che  establiahaent  of  the  new  agricultural  and  industrial  bank,  the 
only  specialized  agricultural  lending  agency  was  the  Societe  de  Credit 
Agrlcole  et  Industriel  du  Liban  known  as  SCAU..    But,  of  the  LL50  nillion 
in  agricultural  credit  outstanding  at  the  end  of  1952,  only  ulA.5  million 

was  extended  by  SCAXL  which  charged  10  per  cent  interest.^   The  balance 

- 

^IblJ..  p.  13.  '  ; 

'     23^,^  Tabla  9,       29.  . 

itcd  Tfatlcas  Conciliation  CwctI^sIwh  for  fsltstltts,  FJsal 
Report  of  the  Pnited  Mations  Econowic  Survey  Mission  for  the  Middle 

Eaat.  ?a£t:  IT  (Fav  Yor'c:  1949),  ?.  27. 

*&*puSllc  of  lebsBon,  *fl?!lstry  of  flimninf,  l%ww>r»n<fmw  en 
Agricultural  Credit.  1955  (Beirut:  December;,1957),  p.  27'  Miaeographed 
and  in  Arabic. 


LL43.5  Billion,  was  extended  by  private  money  lenders  at  interest 
rates  ranging  froa  IS  to  40  per  cent.^ 
Imports  and  exports  of  foodstuffs 

As  a  result  of  its  dense  population  and  low  agricultural  pro- 
duction, Lebanon  uses  a  growing  proportion  of  its  inport  capacity  to 
purchase  agricultural  products.    During  the  four-year  petlod  (1952-1956), 
the  average  value  of  laported  foodstuffs  amounted  to  37  per  cent  of  the 
total  value  of  ii^orts.^    These  food  Imports  consisted  mainly  of  grains 
(60  per  cent  of  local  requirements)  and  meat  and  dairy  products  (75 
per  cent  of  local  requirements).^    In  connection  with  this  discussion 
of  availability  of  food  supplies,  it  may  be  noted  that  Lebanon  possesses 
a  coastline  of  about  135  miles,  yet  fishing  resources  have  not  been 
fully  exploited.    As  a  result,  the  country  imports  about  800  tons  of 
fish  annually  while  its  local  production  is  about  3,000  tons.^ 

The  most  important  export  crops  are  fruits  and  vegetables. 
Within  these  two  categories,  citrus  fruits,  apples,  onions,  bananas,  and 
potatoes  are  important.^ 

In  order  to  arrive  at  a  more  meaningful  estimate  of  the  de- 
pendence of  Lebanon  upon  food  imports,  it  may  be  well  to  compare  the 
value  of  total  available  food  supplies  with  the  value  of  food  Imports. 

^Ibld..  P.  2. 

^ Infra.  Chap.  Ill,  Table  17,  p. 64. 

^U.S.  Foreign  Operations  Mission  to  Lebanon,  Project  Agreement. 
Agronomy  (Beirut:  mimeographed  1954),  p.  2. 

^Banque  Llbanalse  pour  le  Commerce,  Economic  Review.  No.  12 
(Beirut:  September^ 1954),  p.  2. 

^Ibid..  No.  36  (Beirut:  June;,1957),  p.  4. 
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This  comparison  is  shown  in  Table  11.    These  data  clearly  reveal  Chac 
Lebanon  is  highly  dependent  on  food  imports,  a  situation  which  in- 
creased  production  should,  in  part,  alleviate* 

TABLE  11 

AG&XCULTU&AL  PiiODUCTION,  FOOD  IMPORTS  AND  EXPORTS,  1952-1956 

(Millions  of  LL) 


Year 


Agricultural 
Production 


Food 
Exports 


Net 
Domesti- 
cally 
Produced 
Foods 
1-2 


Total 
Available 
Food 
Food  Supply 
Imports  3^4 


Percentage 
of 
4  to  5 


a) 


(2) 


(3) 


(4) 


(5) 


(6) 


1952 

216 

34 

182 

123 

305 

40 

1953 

221 

43 

178 

133 

311 

42 

1954 

226 

H 

170 

149 

319 

46 

1955 

253 

14 

199 

151 

350 

43 

1956 

284 

Ml 

214 

169 

383 

44 

Source:  Tables 

4.  16. 

and  18,  pp. 

19,  63, 

66. 

Modernization  of  agriculture 

Failure  of  the  Government  to  foster  agricultural  activities, 
added  to  the  many  economic  problems  and  natural  physical  handicaps, 
has    retarded  the  advance  of  the  country's  agriculture*    The  Ministry 
of  Agriculture  has  been  assigned  an  incredibly  minute  portion  of  the 
national  Ordinary  Budget. 

In  1954,  however,  the  Government  established  an  Agricultural, 
Industrial,  and  Land  Bank.    The  lending  authority  of  this  bank  is  LL30 
million,  40  per  cent  of  which  is  earmarked  for  agricultural  loans.  The 
bank  cannot  charge  an  interest  rate  higher  than  5.25  per 


li 

c«nt.^    FurCh«rBore,  in  an  sffort  Co  enlarge  the  Boarket  for  products 
such  as  citrus,  apples,  and  onions,  the  Government  has  made  trade  and 
payments  agreements  with  several  countries.^ 

With  respect  to  the  provision  of  agricultural  credit  the  picture 
has  not  changed  significantly  since  the  establishment  of  the  Bank. 
According  to  a  memorandum  by  the  Development  and  Planning  Board  of 
Lebanon,  the  Agricultural  Bank  is  considered  conservative  in  its 
lending  operations,  requiring  a  high  security  loan  ratio.    In  so  doing, 
It  necessarily  makes  it  difficult  for  small  farmers  to  use  its  re- 
sources and,  in  effect,  serves  the  interests  of  the  big  landowners  who 
could,  even  in  the  absence  of  the  Bank,  borrow  at  low  interest  rates 
from  other  sources.*^    A  similar  view  is  expressed  by  Le  Commerce  du 
Levant  which  states  that  the  agricultural  credit  needs  of  the  country 
are  still  very  inadequate.^ 

Prior  to  the  establishment  of  the  Agricultural  Bank,  the  Govern- 
ment, in  cooperation  with  the  United  States  Foreign  Operations  Mission 
to  Lebanon,  took  some  positive  steps  favorable  to  agriculture.  The 
Government  stepped  up  its  allocation  of  funds  to  agriculture  while  the 
United  States  granted  $4  million  in  aid  to  agriculture  from  1953  to  1957.^ 

Loi  portent  creation  de  la  Banque  de  Credit  Agricole,  Indus* 
triel  et  Foncier,"  L*Econoroie  Libanaise  et  Arabe.  No.  28  (Beirut: 
Octobre^l9S4),  pp.  17-21. 

^ Infra.  Chap.  Ill,  p.  il* 

3 

Republic  of  Lebanon,  Development  and  Planning  Board,  Meroorandua 
on  Agricultural  Credit.  1955  (Beirut:  December^ 1957),  p.  2,  Mimeographed. 
Arabic. 

^Le  Cowaerce  da  Levant;  (Beirut)  February  29,  1956. 

^United  States  Operations  Mission,  1957  Progress  Report.  Lebanon 
(Beirut:  Catholic  Press,  1958),  p.  95. 
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It  is  difficult,  hovevsr,  to  verify  actual  expenditures  out  of  these 
•1 locations. 

The  present  Joint  program  by  the  Govemacnt  and  the  United  States 
Mission  covers  many  phases  of  agricultural  activities:  the  importation 
and  distribution  of  seed  and  fertilizers,  the  establishment  of  deaon* 
stration  farms  where  irrigation  and  scientific  farming  methods  are 
applied,  poultry  demonstration  fams,  and  extension  services. 

It  is  not  possible  to  estimate  the  extent  of  the  change  that 
has  taken  place  in  agricultural  productivity  since  the  inauguration  of 
the  joint  program  in  1953.    The  Joint  efforts  of  the  Government  and  the 
U.S.  Mission  have  been  a  stimulus  in  some  directions.  Noticeable 
improvements,  for  example,  have  been  made  in  the  production  of  citrus, 
vegetables,  and  dairy  and  poultry  products. 

The  agricultural  situation  may  be  suomarlzed  briefly  as 
follows:    (1)    There  is  an  excessive  population  in  relation  to  the  cul* 
tivatable  land;  (2)    The  deficiency  in  agricultural  production  makes 
it  necessary  to  rely  heavily  on  iRq>orted  foods;  (3)    In  spite  of  recent 
improvements,  inefficient  farming  methods  still  predominate;  (4) 
Agricultural  credit  is  still  Inadequate;  and  (S)    Because  of  the  lack 
of  irrigation,  crops  suffer  during  the  long  dry  period  of  Intense  heat. 


M 

Industry 

An  aaseasoMmt  of  tha  part  playad  by  tha  Induatrlal  aactor  in 
Labanon*8  aconomy  la  Inqporcant  becauaa  of  its  potantlal  slgnificanca  in 
aupporting  tha  davelopmant  program  upon  which  thia  atu4y  is  focusad,  al- 
though only  about  12  par  cant  of  tha  national  product  originataa  in  tha 
Induatrlal  aactor.^ 

Labanesa  induatry  axpandad  undar  the  stloulua  of  World  War  II 
and  continued  to  etijoy  high  profita  and  protection  in  tha  years  ira- 
Mdiataly  following  the  war.    Tha  high  profita  realised  during  tha  war 
provided  both  the  incentives  and  the  funds  for  induatrlal  axpanalon; 
consequently,  during  the  years  194S-19A7  more  than  98  induatrlal  plants 
ware  eatablished,  mostly  textiles.^ 

However,  the  withdrawal  of  the  allied  forces  from  the  Middle 
Beat,  tha  protective  policiea  of  the  neighboring  countriea  and  a  host 
of  economic  and  technical  problama  have  aerved  to  retard  the  rate  of 
Induatrlal  growth.    Thia  retardation  has  been  further  aggravated  by 
the  loaa  of  the  Syrian  market.    It  has  been  eatinatad  that  before 
tha  breakdown  of  the  customs  union  with  Syria  in  1950,  aoma  60  per 
cent  of  Lebanon's  industrial  production  was  marketed  in  Syria. ^  Al* 
though  no  separate  figurea  are  available  on  a^orta  of  induatrlal 
producta  to  Syria,  total  es^rts  declined  from  2S  per  cent  In  1951  to 
11  per  cent  in  1956.    Theae  adverae  factora  have  contributed  to  tha 
fact  that  most  of  Lebanon's  industries  operate  at  much  below  capacity.^ 

^Sae  Table  6,  p.  22. 

^Muatafa  Nsouli,  "From  Handicrafta  to  Induatry,"  Lee  Conferences 
du  Ccnacle.  VII  (Beirut:  Aprils  1953),  78.  Arabic. 

-'United  Nations,  Summary  of  Recent  Economic  Developments  in  the 
Middle  Eaat.  1950-1951  (New  York:  1952),  p.  73. 

^Nsouli,  op.  cit..  p.  81. 
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Q^aracterl»tic«  of  Industry 

Value  and  coBipo»ltion  of  Induttrtal  production  In  1955. — Th* 
,  firat  official  canaua  of  Inductry  In  Lebanon  waa  taken  In  1957  covering 
the  year  1955.    According  to  thla  ceneua  which  covered  1,861  ea- 
kabllateaenta  and  vhlch  waa  carried  out  Jointly  by  the  Govenuaent  of 
Lebanon,  the  Econonlc  Reaearch  Inatltute  of  the  American  Unlveralty  of 
Beirut,  and  the  United  Statea  Operatlona  Mlaalon  to  Lebanon,  the  groaa 
▼alue  of  Induetrlal  production  In  that  year  waa  about  LL400  million 
with  a  value  added  of  nearly  LL155  million.    (See  Teble  12.) 

The  1955  Induatrlal  Ceneua  provided  no  data  of  phyalcal  output. 
Several  efforta  have  been  nade,  however,  to  conflle  atetlatlca  of 
phyalcal  production  and  aoaw  of  theae,  for  aelected  yeara,  are  Included 
In  Table  13.    Of  najor  elgniflcanee  for  thla  atudy  le  the  Increaae  In 
cement  from  1952  to  1956,  end  the  growth  In  the  generation  of 
electricity. 

The  dlatrlbutlon  of  production  and  of  value  added  by  verloua 
branchea  of  Induatry  la  preaented  In  Table  12.    Poodatuffa  Induatrlea 
accounted  for  i^proxlaetely  30  per  cent  of  the  groea  value  of  Indua- 
trlal production,  although  In  value  added  their  relative  ehare  waa 
leaa,  anountlng  to  23  per  cent  of  the  totel.    Thle  nerfced  difference 
between  the  importance  of  food  menufacturlng  meeeured  In  tema  of  groaa 
value  end  Ita  elgniflcanee  meaaured  In  terme  of  value  added  la  due  to 
the  nature  of  the  Induatry.    For  the  moat  part.  It  la  simple  trena* 
formation  of  raw  materials  Into  marketeble  foods.    The  ectual  manu- 
facturing proceas  conalats  largely  of  packaging  and  preparing  for  market; 
•nly  to  a  limited  extent  are  there  major  alteratiooa  In  the  nature  of 
the  cooeedlty. 
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TABU  U 

INDUSTRIAL  PRODUCTIOM  IN  UBANON,  1952,  1954,  and  1956 


(In  Mtrlc  ton*  unlsts  apseif  1«4} 


Induttcjr 

1952 

1954 

1956 

Foodstuffa* 

41,700 

67,464 

Beveragaa  including  aleoholie" 

32,700 

51,943 

«•*' 

Textllaa 

9,565 

9,478 

♦«# 

Apparal 

485 

832 

Vood,  axeludlng  funieura 

34,557 

60,222 

Furniture 

1,240 

1,866 

Mineral  producta^ 

369,830 

500,000 

560,0008 

Matallic  producta  anA  aMchinary 

8,045 

18,512 

• 

Paper  and  producta 

820 

1,028 

Printing 

1,385 

3,291 

Tanniog  and  leather 

3,085 

5,899 

Chaaicala<l 

14,500 

51,792 

lubber 

286 

910 

•  •• 

Bleetrieal  a^ipMata 

1,000,000^ 

710 

Blactricity,  thouaanda  of  kwb 

146,770 

179,139 

250,000 

Fatrolaua  refining 

460,900 

507,114 

•  •  • 

Tobacco  producta,  ailliona  of 

eigarettea 

900,000 

975,000 

«•• 

Miacellancoua* 

3,400 

28,530 

••• 

"including  vegetable  oila. 

confectionery. 

HMcaroni, 

augar 

refining. 

^Beer,  wine,  Arak,  aoft  drinka,  ice,  and  ice  ereaa. 
^Includea  ceaent,  ceaant  producta,  bricka,  glaaa  and  pottery, 
^tehea,  aoap,  perfuaMa,  plaatica,  cheaical  preparationa,  and 
fertiliser a. 

*Includea  diaaonda,  aniaal  glue,  bruahea,  jute  and  heap. 
^Nuaber  of  electric  bulba.    Add  850  unite  of  refrigeration  and 
ice  boxea,  and  2,000  radio  aeta. 
Ceaant  only. 

Source:  (1952)  Le  Coaaerce  du  Uvant  (Beirut),  July  3,  1954. 

(1954)  Banque  Libanaiae  pour  le  Coaaerce,  Econoalc 
Beviaw.  No.  22  (Beirut:  Noveaber, 1955) ,  p.  1. 

(1956)  Rapublique  Libanaiae,  Mlniatre  de  I'^conoale 
Nationale,  Service  da  la  Statiatiqua  Cenerale, 
Bulletin  Menaual  (Beirut:  Janviar-Deceabre,  1956). 


•••  Denotea  that  figurea  are  unavailable. 
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Noa-nMtallic  mineral  product*  ver«  th«  ■•cond  moat  la^rtant  of 
th«  Induatrial  branchas  In  tana  of  groaa  production  valua  (22. A  far 
cant)  and  of  valua  addad  (19  par  cant).    Tobacco  and  taxtilas  ara  tha 
third  and  fourth  noat  iiqportant  induatrlaa  in  tarma  of  both  groaa  valua 
and  valua  addad.    If  tha  valuaa  addad  in  thaaa  and  othar  induatriaa 
previously  sMntionad  are  conibinad,  thay  contributed  65  per  cent  of  tha 
total  value  added.    Other  notable  contributions  were  nada  by  the  foot* 
wear  and  wearing  apparel  induatriaa  (6  par  cant)  of  total  valua  added; 
beverages  (6  par  cant)}  aatal  products  (S  par  c«iit)}  and  furniture 
(4  per  cant).  ■ 

If  the  condition  of  industrial  produetion  ia  axasiinad  by  typ« 
of  product*  more  than  half  of  the  total  value  addad  is  seen  to  have 
been  derived  fron  the  production  of  gooda  intended  for  final  conaunp* 
tion,  whereas  only  low  percentagaa  ware  registered  for  intermediate  and 
ei^ital  goods.    These  percentages  demonstrate  the  predominance  of  enter* 
priaas  producing  consumer  goods  and  tha  coivarativaly  asMll  aignificance 
•f  capital  goods  induatriaa. 

Capital  stock  and  its  util<.aation.**A  comparison  of  the  ratio  ' 
betweatn  the  amoiutt  of  capital  invested  in  industry  and  tha  product  ob* 
tainad  would  be  very  uaeful.    Such  cenpariaona  would  make  possible  an 
aaaassaMmt  of  tha  oxtaat  to  which  tavaatMot  effort  ia  yielding  aatia* 
faetory  raanlts.    Such  a  proeadiira,  however,  would  require  information 
for  each  branch  of  induatry  so  that  gross  valua  could  be  conqpared  with 
value  addad  in  production  on  the  baaia  of  tha  atock  of  capital.  Tha 
neceasary  data,  however,  do  not  exist  and  therefore  accurate  comparisons 
are  not  poaaibla.    The  1955  Induatrial  Cenaua  omitted  all  reference  to  ' 
atock  of  capital,  confining  itself  to  inquiries  into  investments  on 
a  gross  basis  made  during  that  year.    Therefore,  for  data  on  total 
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capital  Invaatamt ,  ve  arc  forced  to  fly  on  unofficial  ••tloatat. 
Although  lack  of  rallabla  and  ayttamatlc  conpllation  of  data  Is  ac* 
knowladged,  aoae  vary  tantatlvo  aatlmataa  arc  presanted  here  mainly 
for  the  take  of  Illustration. 

Total  capital  stock  Invested  In  Industry  in  195S  la  astloated 
at  LL350  allllon.^    If  this  figure  Is  con^ared  with  the  value  of  In- 
dustrial production  (1X400  million  In  1955),  It  laay  be  calculated  that 
during  the  year  In  question  .9  unit  of  capital  was  necessary  per  one 
unit  of  gross  value  of  production,  end  2.3  units  of  capital  per  unit 
of  value  added;  In  other  words ,  this  gives  a  product-ci^ltal  ratio 
of  1.1  and  .44  for  gross  value  and  value  added  respectively. 

These  figures  i^pear  to  Indicate  that  the  product-capltal  ratio 
in  Lebanon* a  Induatrlal  sector  was  comparatively  unfavorable.  Alchou^ 
Che  validity  of  this  ratio  should  be  aeeepted  with  eautioa,  the  general 
conclusions  appear  to  be  correct,  since  there  are  a  nucber  of  factors 
which  call  for  unusiially  high  investisent  in  the  case  of  Lebanon's 
industries.    Aside  fron  lnvesta«nt  in  uchlnery  and  equipment,  it  is 
also  necessary  to  aske  aubstantial  investment  in  capital  goods  which 
are  not  intended  to  be  used  directly  in  production  but  rather  to 
aiigsMat  Inadequate  public  services,  or  to  offset  the  lack  of  specialised 
industries.    Outstanding  exanyles  are  the  installation  of  private 
power  systoM  by  isost  industries,  which  would  otherwise  have  no  guarantee 
of  an  adequate  and  continuous  power  supply,  and  the  provision  of  their 

^Banque  Libanaise  pour  le  Ck»amerce,  Economic  Revi,ew.  No.  35 
{Beirut:  Kay^l957),  p.  1.  _  ^ 

'^The  retlo  of  value  added  to  capital  in  Egyptian  industry  was 
,70  (1950)  and  .73  in  Turkish  industry  (1950).    United  Sationa,  The 
Pevelopaent  of  Manufacturing  Industry  In  Egret.  Israel  end  Turkey 
(Mew  fork:  1950),  p.  43. 
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own  rapair  thops.*  ^rth«nnor«,  since  large  stocks  of  raw  matarlals  ] 
and  IntanMdiata  products  laust  ba  inportad»  tha  maintenance  of  an  ^  j 

adequate  reserve  of  naterlals  must  be  financed  if  continuing  pro- 
duction is  to  be  assured.    It  is  estimated  that  industrial  enter* 
prises  in  19S5  held  inventories  valued  at  U.70  ■illion,^  representing 
approximately  45  per  cent  of  the  value  added  by  industry  during  that 
year. 

The  fact  that  productive  capacity  has  increased  nore  during 
recent  years  than  production  itself  has  accentuated  the  problen  of 
excess  capacity  in  the  Indttstrial  sector.    The  absolute  increase  in 

the  value  added  In  production  from  1952  to  1955  aaounted  to  U.19 

3 

nilllon    or  an  Increase  of  about  14  per  cent,  whereas  the  absolute 

increase  In  capital  stock  between  1952  and  1955  amounted  to  XX61 

4 

million  or  an  increase  of  about  22  per  cent.      In  the  meantime,  the 
industrial  share  in  the  national  income  remained  the  same,  namely 
12  per  cent.^ 

This  increase  In  plant  capacity  In  sone  areas  of  industry,  in 
spite  of  a  declining  export  market  (in  Syria,  particularly)  and  of  a 
declining  domestic  market  due  to  preference  for  foreign  goods,  seems 
odd.  It  is  to  be  explained  in  the  case  of  Lebanon  by  the  highly  in- 
dividualistic nature  of  enterprise  and  the  consequent  "lack  of  prior 
studies  of  markets,  sources  of  raw  materials,  or  product loa  cotts.*^ 

****             Middle."  Middle  East  Forua. 
KXII  (Beirut:    June^l957),  33.   

^See  Table  14,  p.  49. 

^See  Table  4,  p.  19. 

4 

,  Capital  invested  in  industry  anwunted  to  U.289  million  in 
1'52,  4u  LeVMt  (Beirut)  July  3,  1954. 

^See  Table  4,  p.  19    ;  v 
Ssouli,  oe.  cit..  p.  88. 
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Excess  capacity  is  by  no  means  present  throughout  Industry. 
While  textiles,  flour  Billing,  end  sugar  refining  operated  at  "be- 
tween  one-half  and  three-fourths  of  Installed  capacity  in  1957,'"^  the 
utilization  of  cement  capacity  was  intensive.    The  intensity  of  the 
utilization  of  cement  capacity  is  due  to  the  high  levels  of  domestic 
demand.    This  demand  has  prompted  the  expansion  of  cement  capacity 
from  500,000  tons  annually  in  1954  to  660,000  tons  by  the  end  of  1957.^ 
It  nay  be  concluded  in  general,  however,  that  most  industrial  capacity 
is  only  partially  utilized  which,  to  some  extent,  explains  the  un- 
favorable product-capital  ratio. 

Employment;  remuneration  and  productivity  of  labor. —According 
to  the  Industrial  Census  of  1955,  the  total  number  of  persons  employed 
in  industry  was  about  35,000  (See  Table  12,  p.  40).    Total  wages  and 
salaries  paid  amounted  to  more  than  LL24  million  as  against  total 
value  added  of  more  than  LL150  million,  which  indicates  that  32  per 
cent  of  value  added  was  paid  to  labor.    The  average  remuneration  per 
person  varied  from  LL2,433  per  year  in  tobacco  to  LL948  in  textiles 
and  LL2,000  in  non-metallic  mineral  products.    A  con^arison  of  the 
relationship  of  the  share  of  value  added  paid  to  labor  in  1955  and 
other  years  in  order  to  see  how  the  share  of  remuneration  in  total 
value  added  by  industry  had  varied  between  these  years  is  not  pos- 
sible due  to  the  unavailability  of  data.    But  a  rough  comparison  of 
labor  income  as  a  percentage  of  value  added  between  Lebanon  andt 
Israel,  for  example.  Is  possible.    The  MtisMtes  for  Lebanon  that 

Department  of  Comserce,  Economic  Developments  in  Lebanon. 
1957  (Washington:  1958),  p.  6. 


labor  income  in  1955  averaged  32  per  cent  of  value  added  for  all  in- 
dustries nay  be  cosipared  with  Israel  where  labor  incone  was  63  per 
cent  of  value  added  by  industry  in  1953.^    TWo  factors  affect  the 
difference  in  the  labor  incoae  as  a  percentage  of  value  added  in 
the  two  countries:  (1)  the  productivity  of  labor  in  Israel  is  higher 
than  in  Lebanon;  and  (2)  labor  unions  in  Israel  have  a  very  strong 
bargaining  power  where  in  Lebanon,  labor  unions  are  weak. 

The  highest  value  added  per  person  enqiloyed  was  achieved  in 

2 

the  tobacco  industry  (LL11,180  or  the  equivalent  of  $3,440)    while  the 
lowest  was  in  textiles  (LL2,577  or  the  equivalent  of  $793).  The 
average  added  per  person  for  all  industries  was  LL4,423  or  the 
equivalent  of  $1,361.    This  last  figure  compares  unfavorably  with  the 
value  added  per  employed  person  in  industry  in  Israel  ($1,800  in  1952) 
and  in  Turkey  ($1,500  in  1950).3 
Basic  problwDS  limiting  industrial  production 

In  the  following  pages  the  basic  problems  limiting  Industrial 
production  will  be  analyzed  and  the  part  played  by  the  official  economic 
policy  in  creating  incentives  or  obstacles  to  industrial  development 
will  be  examined,    A  successful  solution  of  these  problems  is  imi>era« 
tive  if  domestic  industry  is  to  play  its  proper  role  in  meeting  the 
demands  of  the  development  program  considered  in  this  study. 

Problems  facing  existing  industries  in  Lebanon  vary  from  one 
industry  to  another.    In  addition  to  the  problems  of  over-capacity,  the 

^United  Nations,  The  Development ....  op.  cit..  p.  45. 
^Exchange  rate  is  LL3.25  1$U.S. 
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preference  for  foreign  goods,  and  the  loss  of  the  Syrian  market ,  which 
have  been  nentioned  above,  the  following  factors  have  retarded  in- 
dustrial production  in  Lebanon:  (1)  Inadequacy  of  a  technically 
skilled  labor  force;  (2)  lack  of  resources  and  the  consequent  heavy 
dependence  on  raw  naterial  imports;  (3)  inadequacy  and  high  cost  of 
credit;  (4)  high  cost  of  fuel  and  power  and  the  irregularity  of  the 
latter;  and  (5)  foreign  competition.    These  problens  will  be  discussed 
seriatin. 

(1)  The  levels  of  skills  are  generally  low.    These  are  re- 
flected in  low  wages  which  were  discussed  above. ^    The  following  quota- 
tions from  Professor  Mills  of  the  American  University  of  Beirut  conflra 
this  conclusion; 

Literacy  has  been  given  priority  over  technical  proficiency 
and  leadership  training  .  .  .  the  underlying  philosophy  seems 
still  to  be  that  education,  to  be  truly  so,  imist  be  intellectual. 

Industrial  firms  have  to  train  their  men  as  best  they  can  .  .  . 
But  training  is  costly  for  the  small  tirm,  especially  when  labor 
turnover  proves  to  be  high.  .  .  .    The  small  firm  burdened  with 
training  costs  pays  relatively  low  wages. ^ 

(2)  There  is  a  paucity  of  natural  resources.    This  factor  has 
already  been  discussed  in  Chapter  II,  pages  13  and  14.    "While  some 
available  agricultural  products  are  being  processed  for  local  con- 
sumption,"^ large  volumes  of  raw  materials  are  in^orted.    It  has  been 
estimated  that,  on  the  average,  Lebanon  imports  a  little  more  than  50 
per  cent  of  the  raw  materials  and  intermediate  products  needed  by 

^Supra.  p.  17, 

^Mills,  op.  clt».  p.  13, 

^Ibid. .  p.  33. 

^Edmund  Asfour,  "Industrial  Development  in  Lebanon,"  Middle 
East  Economic  Papers.  1955  (Beirut:  American  University  of  Beirut, 
1955),  p.  7. 


iadustry.     This  MtiMt*  is  coafinMd  by  a  •uwy  conductad  by  tha 

BeonoBle  Kaaaareh  Xnstituta  of  tha  AMrlean  Vniyaralcy  ot  Balntt 

undar  tha  diractlon  of  Dr.  Edvard  Pal»  focMrly  of  that  Inatlttttloa. 

Dr.  Pal  wrltaa  tha  follotring: 

In  May  casat  (Mtchaa,  taxtllaa,  vagatabla  olla,  aluaimoi 
utanalla,  and  chocolataa)  raw  natarlals  loports  coaatitutad 
90-100  par  cant  of  total  raw  Mtarlala.  ...    In  tha  manufacturing 
of  ao^i^,  brushas,  macaroni,  as  wall  aa  flour  milling,  around 
bulb  Industry,  i^ich  dalmad  to  laqport  only  42  fv  cant  of  Ita 
raw  matarlala.  It  may  ba  presuoad  that  matarlals  purchaaad 
locally  .  .  .  wara  In  part  darlvad  from  layorts.^ 

To  Dr.  Fal's  list  of  Industrlaa  haavlly  dapandant  on  Imports 

can  ba  addad,  papar,  rubbar,  and  natal  products  Industrlaa.    On  tha 

othar  hand,  aa  might  ba  axpactad,  tha  dagraa  of  dapaadancy  on  im- 

portad  raw  matarlala  variaa  from  ona  branch  of  Industry  to  anothar. 

Xiyortad  raw  matarlala  for  foodstuff a  and  for  camant  ara,  in  ganaral, 

insignificant  in  quantity. 

Tha  slsa  of  invantorlaa  earrlad  in  various  Industrlaa,  though 

not  a  parfact  indicator,  tands  to  raflact  tha  axtant  of  tha  dapan- 
daaaa  on  importad  raw  matarlala  and  Intarmadlata  producta.    A  com* 
pariaoa  of  caah  raealpta  with  Invantorlaa  hald  in  1955  shows  that 
among  tha  Industrlaa  having  tha  highaat  Invantorlaa  ralatlva  to  aalaa 
arat  tobacco  (48  par  cant);  papar  and  producta  (40  par  c«it)i  alactrlcal 
machinery  (37  par  cant);  taxtllaa  (32  par  cant);  rubbar  producta  (31  par 
cant);  and  laathar  (30  par  cant).    Among  tha  mora  Important  induatrlaa 
having  low  invantorlaa  ralatlva  to  aalaa  ara:    fooda  (9  par  cant); 
b«varagaa  (12  par  cant);  and  non*aatallle  minarala  (10  par  cant).  (Saa 
Tabla  14,  p.  49.) 

^La  Commarca  du  Lavant  (Balrut)  July  3,  1954.    For  dataila  on 
tha  natura  of  import a  and  thair  aourcaa,  aaa  Tabla  16,  p.  63  and 
Tabla  20,  p.  68. 

^Edward  Fei,  "Tha  Balance  of  Paymant  of  Ubanon,  1951-1952,**  Un- 
publiahad  Ph.D  diasartation,  Univaraity  of  Washington,  1955,  p.  96. 
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TABLE  14 

▼AWE  or  tKffm(m?.s  held  im  inveiitoriss  as  percertaoe 

OF  CASU  3ECBIPTS  BY  MAJOP.  IHDUSTEY  GftOOP,  1955 


Invantorlas         Xnv«atorl«s  at 
Xtftccmber  31,  1955    P^rcMfcAg*  o£ 
Xajor  Xaduatary  (Thousands  of  LL)    Cash  laealpts* 


ALL  T!mn&TRI2fi 

0*,»3J 

Zi 

Minima  Aai}  QUA31RTI96 

-    '  M 

I 

MANUFACTUtuMG 

e9p884 

18 

Fooe  RaiHsxaccttCiiigf  Excapc  Bcvaragas 

10,994 

9 

itavaraga  laauscrias 

1,671 

12 

TODacco  naauiaecurxng 

11,863 

49 

iaxcLias 

12,308 

32 

fooCwaar*  Haaring  Apparai  and  Othar 

Mada-Up  Taxtlia  6aoda 

5,333 

25 

wood  una  cork  NanuiacturaSf  Excapt 

Furnltura 

1,010 

23 

vUJhH^I»lt&v    suit    f  AtXbVSVv 

1  ft 

Papar  and  Papar  Products 

857 

40 

Printing,  Puoiishing  and  Alllad  Industrias 

1,733 

17 

Laathar  and  Laathar  Products,  Excapt 

Footwaar 

3,858  ' 

30  ''f' 

Rubber  Products 

944 

31 

Caoaeals  and  Chaaical  Product* 

2.756 

■    '  •  27 

lion«4fatallic  Mineral  Product* 

-  9,385 

10 

Basic  Natal  Industries 

U 

4 

Metal  Products,  Except  Machinery  and 

Transport  E<|uipaant 

2,504 

14 

Manufacture  of  riachinery.  Except  Slactrical 

203 

6 

Biectricai.  Machinery  and  Appliances 

851 

37 

Manufacture  of  Transport  EfiuipaMnt 

S 

Miscellaneous  Manufacturing  laduatrtas 

i.tw 

18 

'cash  Receipts  are  given  in  Table  12, 

p.  40. 

Source:  Republic  of  Lebanon,  Ministry  of  National  Econoay,  Indus* 
trUl  Census.  1955  (Beirut:  1957),  Table  41,  p.  60  and  Table  2,  p.  8. 
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(3)  Financial  capital  la  not  as  available  for  industrial  de- 
velopment as  it  would  appear.    Although  Lebanon  seems  to  "have  at 
present  a  great  deal  of  capital,  partly  coming  from  savings,  and  partly 
ia^orted,"^  this  does  not  mean  an  automatic  channeling  of  this  capital 
toward  industrial  enterprises.    The  market  for  corporate  securities 

is  poorly  developed.    Furthermore,  there  is  no  apparent  desire  to 
hold  these  securities.    Traditionally,  Lebanese  capital  flows  into 
commercial  enterprises  which  have  developed  over  the  years  and  which 
offer  quick  and  highly  profitable  returns.    It  is  not  to  be  expected 
that  funds,  under  the  circumstances,  will  be  re*channeled  into  in- 
dustrial production  which  at  best  is  considered  a  secondary  field  4f 
Investment.      "...  despite  the  abundance  of  short  term  capital  in 
Lebanon  there  is  a  shortage  of  long  term  capital  which  Is  specifically 
suitable  for  Industrial  Investment ."^ 

(4)  Power  supply  is  irregular  and  power  cost  is  high.    It  is 
this  irregularity  of  power  supply  that  has  forced  many  industries  to 
supply  their  own  power  and  this,  in  turn,  has  had  an  adverse  effect  on 
costs.    According  to  the  Industrial  Census  of  1955,  the  total  indus- 
trial consumption  of  electricity  anoonted  to  90.3  million  kwh.    Of  this 
total  about  42.6  million  were  purchased  from  the  Government -owned 
utilities  at  14  plasters  per  kwh.    The  balance  (47.7  million— more  than 
half)  was  produced  by  the  industries  themselves.^    According  to  the  FOA 

^Paul  Klat,  "The  Future  of  Economic  Development  In  the  Arab 
World,"  Middle  East  Economic  Papers.  1956  (Beirut:  American  University 
of  Beirut,  1956),  p.  61. 

^Ibid. .  p.  61.  ^Asfour,  op.  clt..  p.  5. 

4 

Republic  of  Lebanon,  Industrial  Census.  1955  (Beirut:  1957), 

p.  67. 
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Report  tha  average  price  of  all  alactrlcity  conaumad  In  Lebanon 
(cMBBarclal ,  induatrlal,  and  raaidaati*!)  aaouatad  to  19  flMtara  ft 
kwh  in  1954.^   Although  tha  production  of  alaatrieity  Ineraasad  40  ,  . 
Billion  kwh  in  19S5  over  1954  there  ia  no  indication  of  any  reduction 
in  ratea.    The  diacvapancy  between  tha  prica  charged  by  the  Govemaient 
(14  piaatera  per  kwh)  and  that  given  by  the  POA  Report  (19  piaatera  par 
kwh)  ia  due  to  two  factora:    (1)  heavy  coat  involved  in  the  generation 
of  electricity  by  induatriea  for  their  own  uae  and  (2)  the  fact  that 
the  Govemnent  charged  higher  ratea  on  conercial  and  reaidential 
eonaunpcioa  than  tnduatrial  conaunytion.    If  we  take  the  rate  of  14 
piaatera  or  the  equivalent  of  4.5  eenta  aa  a  baaia  for  conpariamt 
with  industrial  rates  on  electricity  prevailing  in  other  countriea, 
the  situation  in  Lebanon  is  highly  unfavorable.    The  rate  in  Egypt, 
for  exaaiple,  was  1.3  cents  in  1952,  that  in  larael,  1.4  eenta,  that 
in  France,  1.6  cents,  and  that  in  the  United  Kingdom,  1.1.  centa.^  Thia 
conpariaon  brings  into  clear  focus  one  of  the  difficulties  under  which 
Lebenese  industry  is  operating. 

The  high  coat  of  electricity  is  due  in  part  to  the  coatly  fuel 
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oils  which  BMSt  be  in^rted.    About  half  of  the  electricity  produced  in 
^fOA  Report.  Vol.  I,  pp.  VX-17,  45. 

^United  Netions,  Development  of  thwufacturing. . . ,  op.  elt..  p.  78 
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Although  Lebanon  refines  about  500,000  tons  of  petroleum  pro* 
ducta  annually,  fuel  coata  are  higher  in  Lebanon  than  those  prevailing 
in  the  neighboring  countries.    Pox  example,  a  ton  of  fuel  oil  costs 
U.30  in  Port  Said,  Bgypt;  LL29  in  Iraq;  and  UL52  in  Lebanon.    L.  Dahdad, 
"A  Conpariaon  of  Factors  Affecting  Selling  Prices  of  Industrial  Products 
in  Lebanon  and  Abroad,"  Industrial  and  Commercial  Review  of  Lebanon.  No. 
7  (Beirut:  May^l954),  p.  10.  Arabic.    These  differences  in  oil  prices 
■ay  be  explained  by  the  fact  that  while  Egypt  ie  aelf^auffieient  in  oil 
and  Iraq  is  a  net  exporter  of  oil,  Lebanon  ia  not  an  oil  producing 
country. 


1955  was  gencraCAd  fron  p«trol«un.      "This  foru  ••rloua  dr«wb«cks 

to  industrial  enterprises  particularly  to  those  in  which  the  cost  of 
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fuel  and  power  figures  as  an  inportant  iten  of  expenditure." 

(5)    The  free  inportation  of  foreign  goods  which  are,  as  a 
general  rule,  superior  to  local  products,  and  the  natural  preference 
of  consumers  for  these  imports    impose  upon  the  local  industries  the 
necessity  of  improving  their  products  if  they  are  to  compete  more 
effectively  in  the  local  market.    Recently,  the  Government  has  manipu- 
lated tariff  rates  to  help  industries*    These  manipulations,  however, 
**were  directed  more  at  reducing  the  cost  of  raw  materials  than  at  pro- 
viding  protection  from  imported  goods. 
Government  and  industry 

Lebanon  enjoys  the  natural  position  of  an  "entrepot  of  the 
Middle  East"  therefore,  the  government  tends  to  pursue  a  policy 
favorable  to  commercial  interests,  and  the  policy  considered  by  the 
Government  to  be  most  favorable  to  the  commercial  interest  is  one  of 
lalssez  faire.    This  laisses  faire  policy,  however,  has  contributed 
to  a  precarious  situation  in  Industry.    Since  1953  some  measures  have 
been  taken  which  are  intended  to  alleviate  the  problems  of  industry. 

^Bulletin  Statlstlque  Triroestrlcl.  VIII  (Premier  Trioestre,  ' 
1957),  46. 

2 

Asfour,  OP.  clt..  p.  7.    For  the  effect  of  the  Lltani  Project 
on  the  reduction  of  power  costs  for  industry.  See  Chap.  IV  of  this  study. 

^"Today  .  .  .  there  is  the  assunytion  that  imported  foreign 
goods  are  automatically  superior;  "German-made:  is  the  hallmark  of  socae- 
thing  mechanical  and  "Prench-swde"  is  soowthing  elegant  or  luxurious." 
Peter  Mansfield,  "Lebanon  Industrializes,"  Middle  East  Forum ^  XXXII 
(Beirut:  Aprll^l957).  p.  35. 

Department  of  Comnerce,  Economic  Developments  in  Lebanon. 
1957  (Washington,  1958),  p.  6. 


Tariff  rates  hava  been  manipulated,  credit  facilities  improved, 
electrical  output  increased,  tax  privileges  granted,  and  the  necessity 
for  technical  assistance  recognized. 

Tariffs  have  been  raised  on  a  few  iteas,  such  as  sole  leather, 
furniture,  and  brushes  which  compete  with  domestic  production  and  on 
ready-made  clothing  and  asbestos  cement  articles.    On  the  other  hand, 
rate*  on  certain  industrial  goods,  such  as  packing  and  bottling 
machinery  have  beea  reduced  and  those  on  machinery,  spare  parts.  Iron 
ware,  pipes  and  electrical  apparatus  either  reduced  or  eliminated.^ 

The  scarcity  and  high  cost  of  industrial  credit  have  been  sotse- 
what  alleviated  through  the  establishment  of  the  Agricultural,  Indus- 
trial and  ileal  Estate  Bank  in  late  1954.^    This  new  bank  represents  an 
Initial  step  toward  the  solution  of  the  critical  shortage  of  industrial 
credit,  although  its  limited  resources  "are  only  a  small  fraction  of 
the  demand  and  it  cannot  hope  to  solve  the  problem."^ 

In  1953  steps  were  taken  to  increase  the  production  of 
electricity  and  to  reduce  its  cost.    The  Government  bought  the  Beirut 
filectrlcity  and  Transport  C(»q|>any  from  the  Belgian-French  interests. 
Subsequently,  aaw  generating  plants  were  installed  so  that  the  output 
of  electricity  increased  from  163  million  kMh  to  250  million  kwh  in 
1956.^    Despite  this  Increase  in  the  production  of  electricity, 

^United  Nations,  Economic  Developments  in  the  Middle  East. 
1945-1954  (New  York:  1955),  p.  162. 

^The  complete  text  of  the  Law  creating  the  Agricultural,  Indus- 
trial and  Real  Estate  Bank  is  found  in  L'Econoioie  Libaaaiae  et  Arabe. 
Mo.  28  (Beirut:  Octoberjl954),  pp.  17-21. 

-^A.B.  Mills,  "Econouiic  Change  in  Lebanon,"  Middle  East  Economic 
Papers.  1956  (Beirut:  American  University  of  Beirut:  1956),  p.  88. 

bulletin  Statistique  Trimestriel.  VII  (Quatrleme  Trimestre, 
1956),  37. 
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however,  power  ehortages  etlll  prevail  end  the  coet  of  power  Is  etlll 
high,  es  was  pointed  out  eerller.    This  sltuetion  Is  due  to  the  growing 
demand  on  the  one  hand  and  to  the  fact  that  the  equipment  that  was 
operated  by  the  concessionary  company  Is  worn  out  and  Is  subject  to 
frequent  and  l«mgthy  stoppages.    The  shortage  and  high  cost  of  el«e* 
trlclty  continues  to  create  difficulties  for  industry. 

In  1954,  a  tax  law  was  enacted  which  exempts  newly  established 
businesses  tnm  texation  for  a  period  of  six  years.    In  order  to 
benefit  from  this  Iw,  new  businesses  must  be  different  from  those  al- 
ready estebllshed  and  must  have  a  capital  of  at  least  LLl  million;  and 
salaries  and  wages  paid  to  Lebanese  eofiloyees  must  reach  1X100,000  a  yeer. 

According  to  the  Second  Annual  Report  of  the  Plenning  end 
Development  Boerd  of  Iiobanon,  several  new  firms  received  tax  exeoytions 
in  accordance  with  the  provisions  of  the  1954  tax  law.^   These  included 
firms  engaged  in:  (1)  manufacturing  of  electricel  i^pllences  Ooint 
AsMrieaa*lAbanese  coital);  (2)  ship  building  and  n^ic)  (3)  chemieals) 
(4)  maaufaeturing  of  steel  tubes;  <5>  Juiee  eoneentrate;  and  (6)  air* 
craft  repairs. 

In  1953  an  Industry  Institute  waa  created  with  contributions  of 
IL1,000,000  from  the  United  States,  1X164,000  and  a  building  site  from 

the  Government  of  Lebanon,  and  LL80,000  from  the  Associetlon  of 
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Lebanese  Industrialists.     The  purpose  of  the  Institute  is  to  provide 

^L'lconomie  Libeneise  et  Arabe.  "Texte  de  la  Lol  Portent 
Exoneration  riscale  des  Societes,"  Mo.  22  (Beirut!  february^ 1934) , 
pp.  38-39. 

^Republic  of  Lebanon,  Planning  and  Development  Board,  Second 
Annual  Report.  1956  (Beirut:  1956),  pp.  69,  74-75,  77,  80,  82-84.  Arabic. 
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U.S.  Operetlons  Mission  to  Lebenon,  Prolect  Agreement^  The 
Industry  Institute  (Beirut:  March  2,  1953).  Umeographed. 
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I^Bbanon  vlth  s  retlcblc  body  of  e:^erts  ae  an  **organlzed  chenncl '  fer 
Ch«  •xehmge  of  technical  k»cwlcde«  and  production  Mthoda  betvaan 
ai>ftel8tiata  of  tba  International  Goeparatlon  AAatniatratlen,  Indnatry* 
and  university  reeearch  units  and  laboratories.    It  entcrad  its  op- 
eratlonal  stage  In  1955,    The  Institute  will  afford  technical  advice 
to  existing  industries  vlth  a  viev  to  bringing  about  better  managenent, 
BK>re  efficient  production  nethodSt  better  accounting  procedure,  and, 
in  gMMral,  laqproved  conditiona.^    In  addition,  its  work  includes  in* 
vestlgatlon  into  the  possibility  of  new  industries  and  the  proBOtion 
of  their  establishment  if  Investigation  indicates  their  feasibility. 

The  activity  of  the  Industry  Institute  will  no  doubt  laprove 
the  ^uellty  of  local  products  and  render  them  more  competitive  dooeati- 
cally  with  inporta.    This  la  itself  should  broaden  the  market  and  should 
also  expand  the  market  for  eMports  to  neighboring  Arab  countrlea. 
This  view  is  strengthened  by  the  fact  that  trade  agreements  have  al- 
ready been  concluded  with  these  countries.    (See  Chapter  III,  p.  81.) 

Although  the  Industry  Institute  will  carry  out  studies  and  ' 
research  which  will  be  helpful  to  industry,  it  waa  not  designed  as  a 
training  center  for  industrial  workers*    Technical  education  as  well 
as  vocational  training  arc  the  obvious  reiccdles  for  shortage  of 
skilled  factory  workera,  foresien,  and  managers.    Major  credit  for  what 
little  has  been  accoq»llshed  in  the  critical  field  of  technical 
training  should  go  to  the  United  States  Operations  Mission  to  Lebanon* 
Xhroui^  iLe  financial  and  technical  support,  the  Ministry  of  Education 
was  able  to  expand  the  faellitlea  for  technical  training  and  the 
training  of  teachers  for  schools.    As  a  result  of  the  American  aid,        '  « 

lu  .S.  Operations  Mission  to  Lebanon,  1955  Progress  Report 
(Beirut:  Catholic  Press,  1956),  p.  77. 


eh*  auabar  oi  tr«ia«tt«  ia  thtt  '*ktt»  dt  Kacltrs'*  {IrAd«  School) 

•howa  •  nark«d  incEttas*.    Ac  the  bcgiaalag  oi  the  s«ssloa  19S6-1957, 

th«r«  war*  IdO  ••coad*y«ar  stuiiftnCft  Aad  97  third»y«ar  studcat*.  To 

tki»  i(77  •fcuo«ats,  240  iir«t»yMC  ftCudftuts  war*  Add«d,  naking  a  tbtal 

of  517  •tttiimts,  Indieatlng  coMid«r«bla  groirth.    tot  thl«  1«  far  itom 

adaquata  and  ''Cha  nuiobax  of  tcaiaaes  iMteds  to  ba  stappad  up  appreciably* 

Xha  naglactad  field  of  technical  training  has  been  finally 

recognised  by  the  AoMrican  Univeraity  of  lelrut: 

The  Engineering  School  oi  the  Anserican  University  .  .  .  has 
devised  a  new  course  of  study  leading  to  a  Degree  of  Technology. 
Half  of  the  time  of  students  will  be  devoted  to  engineering  sub* 
jects,  and  the  balance  to  management  to  give  them  the  knowledge, 
skills I  and  insight  required  to  eerform  the  tasks  of  supervisors 
and  Biddle  managers  in  industry.' 

Suapary. -"Although  the  measures  taken  by  the  Government  which 
were  discussed  above  have  been  far  from  adequate,  they  have  nevertha* 
less  resulted  in  some  improvement  in  the  industrial  enviremMmt  aad 
have  to  a  degree  alleviated  some  of  the  problems.    This  is  evidenced 
by  the  increase  of  23  per  cent  in  the  income  originating  in  industry 
from  1954  to  1956  as  compared  with  an  Increase  of  only  3  per  cent 
from  19S2  to  1954.    In  1956  and  1957,  several  new  industrial  plants 
vera  established  in  Lebanon,  principally  in  the  fields  of  fertilisers 
and  ch«Bieals,  cement  and  electricity.    However,  if  Lebanon  is  to 
remove  the  unfavorable  factors  in  the  industrial  environment,  much  re- 
mains to  be  done.    Provision  of  more  credit  is  needed,  more  technical 
training  must  be  provided,  aa^le  power  must  be  furnished,  and  a 
greater  quantity  of  agricultural  pro&cts  must  be  provided  for  do* 
mestic  processing. 

^A.E.  Mills,  "The  Man  in  the  Middle,"  Middle  Bast  Forum. 
mil  (Beirut:  Junejl957>,  33. 

^Ibid. .  p.  33. 
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Th«  benefits  to  be  derived  from  the  development  progren  con- 
sidered in  this  study  will  alleviate  some  problems  of  ladustrles.  In 

partietilar,  the  program  vlll  provide:  aqple  and  low-coft  pever,  la* 
creased  agricultural  production,  and  more  adequate  transportation. 

Betpite  the  inprovements  already  made  and  those  expected  from 
the  development  program,  it  Is  not  to  be  assumed  that  Lebanon  will 
becoB«  highly  Industrialized.    Lebauon  will  probably  reoaln  as  It  has 
been  for  centuries— a  country  devoted  primarily  to  cosaacrce  and  ser* 
vices  in  which  it  holds  a  conyaratlve  advantage. 

Transportation 

Zn  connection  with  transportation  it  is  necessary  to  ascertala 
the  adequacy  of  the  high«f*y  S3rstsm,  railways,  navigation,  and  ports 

to  meet  the  needs  of  the  irxiveinents  of  goods  and  people  necessery  for 
the  li^IeiHeataClon  of  the  development  program  considered  in  this  study. 

The  absence  of  navigable  streams  and  the  mountainous  character 
of  the  country  place  ea^hasis  en  the  construction  of  higfaweys. 
Realizing  this,  the  Government  of  Lebanon  hcs  developed  a  considerable 
highway  syetezn.    The  systen,  however,  must  still  be  regarded  aa  in- 
adequate especially  when  development  needs  ere  taken  into  consideration. 
Although  In  1956  Lebanon  had  a  total  of  ?.,500  iqiles  of  flrat  claas 
roads  and  a  considerably  greater  mileage  of  stone-paved  and  dirt 
roads, ^  the  Litani  project  calls  for  the  eonstmetion  of  30  kiloiMters 
of  access  rud^ds.^ 

^United  States  Operetions  Mission  to  Lebanon,  1957  Progress 
Report  (Beirut:  Catholic  ?roae,  1958),  p.  96. 

2s^a  Obiter  V,  p.  115. 
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ThrM  railroad  llnM  aacva  htbmanu.    A  urrowicot*  llM 
links  Balrut  with  OaBaaeva,  wlilla  a  standard  gavf*  track  comMcta 
Balrut  with  Bons,  Syria.    Aaothar  standard  gauga  llna  links  Nakura, 
on  tha  Israall  bordar  vlth  Balrut.    This  llna,  howavar,  la  now  Idla. 
Total  traekaga  In  Ldbanon  Is  about  370  alias  of  standard  gauga  and 
94  allaa  of  narrow-gauga.^    Rail  transport  Is  usad  for  tha  long  hauls 
to  and  froa  Syria  and  Turkay.    Tha  railway  systan*  howavar,  will  prvra 
ttsafttl  In  moving  construction  natarlals,  particularly  fron  Balrut  to 
the  various  sltas  naar  eonstructim  activity* 
Air  and  saa  ports 

Lebanon  Is  served  by  29  foreign  and  2  doMStlc  airlines.  The 
Mjor  airport*  Beirut  International,  Is  located  about  4  alias  south 
of  Beirut.    It  was  opened  for  traffic  In  1951  at  a  cost  of  LL48  all- 
Ilea.     There  are  other  saall  airports  located  near  Salda,  Tripoli,  and 
Sayak.    These  ere  used  by  the  oil  conpanles  and  by  the  Lebanese  Aray. 

The  Port  of  Beirut  can  receive  up  to  25  vessels  dally  la 
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coafortable  anchorage.     It  haa  a  warehouse  capacity  of  about  80,000 
aatrlc  tons  In  covered  epace  and  200,000  aetrlc  tons  In  open  space. ^ 
It  also  possesses  a  free  soae  with  an  area  of  108,000  square  aeters 
and  has  ISO  warehouses.'   The  Port  possesses  a  50-aetrle  ton  crane 

^.8.  Departaent  of  Coaaerce,  Basic  Data  en  the  Bconoay 
^f  Lebanon  (Washington:  1955),  p.  7. 

Econoale  Llbanalse  et  Arabe,  "La  Fort  da  Beyrought  Porte 
de  l*Aale,"  No.  35  (Beirut:  May,  1954),  p.  12. 

^The  Ubaaese  Aaerlcen  Journal  (Detroit:  Hoveaiber,  1955),  p.  3. 

Hi' Econoale  Llbanalse  et  Arabe.  oo.  clt..  p.  12. 

^Ihld..  p.  12. 
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raountad  on  a  barg«  which  can  lift  30  metric  tons  at  a  apan  of  18  wetart. 
A  railway  track  connetcta  the  Port  with  tha  intarior.^ 

froB  tha  foregoing  41sousaion,  it  can  be  asauned  that  tha 
tranaportation  faeilltiea,  with  the  planned  additional  acceso  roada 
to  ba  built  fox  tha  construction  of  tha  Iiltani  Project,  will  ba  ado* 
qnata  to  servo  tha  needs  of  tha  davelopmant  projeeta. 


p.  12 


aUFTER  lit 


rOUIGN  KCOMOMIC  RELAIIOIS 


A  r«vl«w  of  Lebanon's  agricultural  and  in<luacrlal  potaatiala 
iMda  In  Chapter  II  ravealad  the  heavy  dependence  of  the  country  on 
Inports.    This  pattern  Is  brought  out  clearly  In  Table  15  which  pre* 
sents  adjusted  figures  on  the  foreign  trade  of  Lebanon.^    The  data 
reveal  a  sharp  increase  In  Imports  and  exports  and  a  widening  trade 
gap*    Thus,  between  1951  and  1957,  loports  Increased  by  100  per  cent 
while  e]qK)rts  Increased  by  75  per  cent.    As  a  result  the  trade  defl* 
clt  Increased  by  113  per  cent.    These  large  trade  deficits  can  be 
attributed  to:    (1)    the  basic  lack  of  resources  to  support  local 
population;  and  (2)    the  need  for  coranodltles  to  supply  the  Influx 
of  tourists  during  the  suaner  oonths.    It  My  be  noted  that  the  de* 
crease  In  the  trade  deficit  in  1953  (see  Table  15}  was  the  result 
of  a  decline  In  the  value  and  voluaM  of  iaports.    This  decline  in 
the  value  of  laq^orts  was  due  to  the  appreciation  of  the  Lebanese 


Principal  adjustnent  relates  to  the  use  of  the  "par"  rate 
of  exchange  in  determining  the  local  currency  value  of  In^orts. 
Such  a  method  of  calculation  naturally  undervalues  all  la^orts 
except  those  from  Syria,  as  inqportcrs  acquire  all  their  foreign 
exchange  needs  In  the  market.    The  discrepancy  between  the  "par** 
rates  and  market  rates  amounts  to  about  30  per  cent.    An  upward 
adjustment  in  the  value  of  exports  Is  also  necessary  to  provide 
for  unrecorded  exports  such  as  goods  taken  out  of  Lebanon  by 
tourists  and  goods  smuggled  into  neighboring  countries.  These 
unrecorded  exports  are  generally  believed  to  be  around  35-50  per 
cent  of  the  recorded  ones.    International  Monetary  Fund,  Lebanon, 
Background  Materiel  for  1954  Consultations.  ?art  11  (Washington: 
April  29,  1955),  p;  15.  Mimeographed. 
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TABU  IS 

AfiJUSTEO  VAUE  CF  MBSCHAXBISE  IMFOKTS  AMD  XXTOKTS  OF  LZKAMQH,  1951ol957* 


(Hillions  of  U) 


CaUftgory 

1951 

1952 

1953 

1954 

1955 

1956 

1957 

399.6 

437.5 

413.5 

566.1 

684.3 

730.3 

800.0 

Exporus  and 
Ra-exp^tta 

14C.1 

147.1 

U8.0 

195.7 

202.0 

236.4 

246.0 

259.5 

290.4 

275.5 

370.4 

482.3 

493.4 

554.0 

*toclu<ie&  gold.    Labanoa**  i«porta  ara  \falaad  at  tha  '*par"  raira  of 
aKciuiage  rachar  than  at  cha  aarkat  rate.    Tha  adjuatad  flguraa  vera  pro- 
vidad  thlf  vritar  without  tha  axact  nathod  of  caleulaelon.    For  a  gaoaral 
idea  of  Che  method  of  adjuatlng  tha  valua  of  oxporte  and  ia9ort8,  aee 
footnote  1»  p.  60. 


nixcludad  are:  (1)  GovemaMmt  li^rta  of  military  aipiipawBt:  <2)  in* 
porta  by  foreit^n  eabasaiaa,  missions,  and  United  Nations  Salie£  and  Workn 
Agency  for  Palaatina  Refugaaa;  and  (3)  in^rta  of  apaclfiad  concasaionary 
eonpaaios,  such  as  Trans-Arabian  Pipa  Line  Company  and  Iraq  Petroloua 
Coupaay.    Included  are  petroleum  products  produced  by  Iraq  Petroleim  Com* 
pany  in  Tripoli,  Labaaoa  and  destined  for  final  consua^tion  in  Z,ebanoa. 
BdHari  Kai  and  Paul  Klat,  The  Dalanca  of  Payments  of  Lebanon.  1951  and 
1952  (Beirut:  American  Univaraity  of  Beirut,  1954),  p.  71. 

^Since  Lebanon  had  a  surplus  in  its  balance  of  payments  for  the 
yaaru  1951*1955,  the  merchandise  trade  defleita  shovn  in  the  table  are  « 
rough  indication  of  the  grawin£  inq^rtance  of  the  services  sectors  in  Che 
foreign  trade  of  Lebanon. 

.  foarce:  1951-1954:  Based  on  Table  21,  p.  70. 

1955-1957:  taeured  personally  from  International  Monetary 
Viud,  Middle  Eastern  Dep«rtment. 


pound  whll«  th*  drop  in  th«  voIujm  wm  du«  to  tha  fully-stock«d  "i; 
narkot  followiug  the  end  6£  the  Kare&n  K&r,^ 

Coonodity  Trado 

Iiiiporf 

Unadjuatad  atatlatics  on  the  value  of  Lebanese  inporta 
broken  doim  Into  five  «aJor  catesories  are  preaented  In  Table  16. 
These  data  emphasize  severe  deficiencies  in  foods. 

Industrial  producta  include  (1)  fuels,  conaiderable  quantitiea 
of  vhich  are  used  in  industry  and  tranaport;  (The  irapleaentation  of 
the  Litani  and  other  power  projecta  ahould  alleviate  the  heavy  de- 
pendence on  fuela,  thua  reaulting  in  conaiderable  savinga  of  foreign 
exchange.)    (2)  chemicala  which  include  pharmaceuticals  and  ferti- 
lisers; (3)  textiles  which  include  both  finished  and  raw  nateriala 
producta.    It  is  noteworthy  that  the  value  of  finished  cotton  ioports 
have  shown  an  increase  despite  the  fact  that  local  textile  aills  were 
i^eratint  at  levels  below  capacity.    This  may  indicate  the  extreme 
differenee  In  the  quality  of  imported  and  locally  manufactured  tex- 
tile products,  as  well  as  reflect  differences  in  costs  of  production. 

Building  materials  imperta  actually  more  than  doubled  between 
H52  and  1956.    This  fact  atteata  to  the  proaperlty  of  this  sector. 
The  two-fold  increase  in  the  machinery  and  vehicles  inyorts  between 
1952  and  195«>  eohaaca  the  productive  capacity  of  the  country  aa  they 
aid  agriculture,  industry  and  tourism. 

^Banque  Llbanalse  pour  le  Commerce,  gconegilc  teviey.  Ho.  5 
(Beirut:    August-Septen^er, 1953),  p.  1. 
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TABLE  16 

MERCHANDISE  IMPORTS  TO  LEBANON,  1952-1956 
(Thousands  of  LL) 


Typ6  of  CoinnK><li.Cy 

17  J** 

17  JO 

Ani.in&X  And  Food  Products 

( 

L1.V6  £inlind  Is  ^  roest  s  ^  find 

UttX  JL  y    piu  UUUU  L  O 

39,040 

40,512 

47, 188 

48, 723 

Frult^Sy  grains  1  And 

veg6 tab Ics 

77  79*^ 

77 

ftQ  "XTX 

oi ,  Kjoy 

QS  S41 

7 J , JHl 

Ccireals  and  flour 

AQ  COT 
HO  1 

Aft  9 

fi7  Q9n 

L'\  7Q7 

AA  7ftfi 

Other 

£7  1  1.7  O 

Ji.,  Zol 

£l,'tDj 

■17  909 

Ulis  and  rats 

9  019 

n79 

'\  no  7 

Processed  foods  and  drinks 

14.204 

13.210 

16,064 

17.255 

20.728 

Total  (A) 

123,296 

132,861 

148,547 

150,629 

168,797 

industrial  Products 

Mineral  products 

9  7  Ann 

11  Aftft 
Jl ,4U0 

A9  <;97 
4Z , 3Z / 

AO   A 79 
H-7  ,  0  /  Z 

Chemicals 

1  A   Q  1  ft 

10  Aon 

91  7Aft 
z  X , / 00 

97  nAA 

Hides  and  leather  products 

c  no  0 

1  QQO 
J,  777 

*;  A  Aft 

A  A  7*; 

A   A1 0 
0,  Dl7 

Rubber  products 

0     Q  eft 

J,  Jlo 

A    o  Aft 

R  111 
3,  JJl 

A  ftAA 

paper  products 

5,831 

5,117 

7,593 

9,536 

10,491 

Textiles  and  products 

46,094 

44,122 

57,668 

63,245 

62,571 

LUlW  CULLUn 

ft 

9 ,210 

21,395 

19,495 

18,732 

Lotton  c  iotn 

7  "iAft 

7  919 
/  ,  ZIZ 

A   0  AA 

0    1  A9 
7  ,  lOZ 

0   Q  1(\ 
^  ,  7  JD 

WOO len  c lotn 

R   Qft  7 

3,oo  / 

**,  07  0 

1  A    (^ft  A 
lO , 

Oft  QQO 
ZVJ  ,  700 

9 1  7A0 
Z 1 , / 07 

All  other 

OA  "JftO 

9  "J  ftftA 

Q    Qft  Q 

1 1  Aftn 
1 J , ouu 

19  111 
IZ , IJD 

Total  ^B^ 

1  ftft       1  c 

lull,  J 13 

1  ftft  OftO 

lUU, zuz 

1  9  A    1  CO 
IZO, 137 

lAA  on9 

140 , 7UZ 

1  A9  AA7 
lOZ , DO/ 

Building  Materials 

Wood  and  wood  products 

7  77C 

7  '3 

Q  97A 
7  ,Z/0 

1  1  171 

IJ, J/J 

1 A  7nft 
IH, /UU 

Stones  y  ceramics  and  glass* 

wares 

A  fiA9 

A   1 1  A 
0,  llv 

Q  nnn 

ft   A1 A 

Common  metals  and  manufac* 

tures 

99  719 
9 / JZ 

Z3 , / 

9A  1  m 

AS   AO 9 
t J , D7Z 

An  7A7 

Total  \\^) 

OA  no 9 

17    7  Aft 

A1  t;A9 

A7   A  AS 
0/ , ODD 

AA  9A1 
OH, ZDl 

Machinery  and  Vehicles 

Machinery 

26,206 

22,133 

30,176 

49,307 

55,346 

Vehicles 

13,022 

15,076 

20,755 

37,266 

28,537 

Motor  cars 

10,064 

11,748 

15,476 

17,655 

19,410 

Others 

2,958 

3,328 

5.279 

19.611 

9.127 

Total  (D) 

39,228 

37,209 

50,931 

86,573 

83,883 

Finished  Goods  and  Others 

Shoes  and  fashion  articles 

964 

650 

680 

683 

752 

Precious  metals  (excluding 

gold) 

902 

741 

3,116 

11,485 

6,967 

Precision  apparatus 

3,750 

3,433 

4,582 

6,240 

6,442 

Arms  and  munitions 

501 

349 

610 

1,109 

1,480 

Miscellaneous  merchandise 

1,704 

1,987 

2,259 

3,054 

2,959 

Artware 

1.918 

119 

99 

267 

361 

Total  (E) 

9,559 

7.279 

11.346 

22,838 

18,961 

Total 

308.490 

315.311 

380.525 

476,807 

518,589 

Gold 

38.559 

46.369 

103.877 

50.512 

42.494 

TOTAL 

347_,049 

361.680 

484.402 

527.319 

561,083 

Source:  Bulletin  Statlstique  Trimestrtel.  Ill,  IV,  V,  VI,  VII  (Quatrleme 
Trimestre,  1952,  1953,  1954,  1955,  1956),  4-11.  Beirut. 


Th«  last  group  of  Itnport*  presented  in  the  table  under  Finished 
Goods  and  Others  does  not  coast itute  an  itm  Inportant  enough  to  warrant 
any  special  analysis. 

The  percentage  distribution  of  nerchandlse  In^rts,  excluding 
gold,  according  to  the  above  classification  (Table  16)  Is  presented  In 
Table  17.    The  relative  share  of  each  category  to  the  total  was  oore  or 
less  constant  during  the  period  under  construction. 

TABLE  17 

mCINTAGE  DISTRIBUTION  Of  MERCHANDISE  IMFORTS*,  1952-1956 


Type  of  Coonodlty 

1952 

1953 

1954 

1955 

1956 

1952-56 
Average 

A. 

Anlaal  and  food  products 

40.0 

42.1 

39.0 

39.6 

32.4 

37.0 

B. 

Industrial  products 

32.5 

31.8 

33.2 

31.2 

31.2 

32.0 

C. 

Building  naterlals 

11.6 

12.0 

11.4 

14.2 

16.2 

13.1 

D. 

Machinery  &  vehicles 

12.7 

11.8 

13.4 

18.2 

16.1 

14.4 

B. 

Finished  goods  &  others 

hi 

2,3 

3iO 

4.? 

3.6 

Total 

100.0  100.0  100.0 

^00.0 

100.0 

^Excluding  gold  Imports. 


Source:    Based  on  Tabel  16. 


Th«  valu«  of  Lebanese  exports  broken  down  into  four  major 
categories  for  the  years  1952-1956  is  shovn  in  Table  18.  Aniaal 
and  food  products,  particularly  fruits  and  vegetebles,  constitute 
the  largest  single  component  in  the  total  exports  of  the  country. 
The  prospects  for  increased  exports  of  fruits  and  vegetables  ere 
very  bright  as  more  and  more  trees  become  of  bearing  age,  and  more 
land  is  brought  under  cultivation. 

It  is  to  be  noted  that  most  ejq^orts  under  categories  B  and 
B  are  cooqposed  of  imported  goods  that  have  either  been  processed  in 
Lebanon  or  of  finished  goods  that  have  been  re-exported.    The  in- 
creasing inqportance  of  this  category  reflects  the  Importance  of 
Lebenon  as  an  ** entrepot"  for  neighboring  countries. 

The  percentege  distribution  of  merchandise  exports,  excluding 
fold,  la  shown  in  Table  19.    Animal  and  food  products  averaged  51  per 
cent  of  total  eiqports  for  the  years,  1952-1956.    The  smaller  share 
contributed  by  Industrial  products  can  be  attributed  to  the  decline 
In  textile  exports.    A  possible  explanation  of  this  situation  seems 
to  be  that  neighboring  countries  are  establishing  their  own  textile 
Industries  and  perhaps  to  some  extent  it  is  due  to  the  inferiority 
of  Lebenese  textiles. 
Direction  ot  trade 

Lebanon's  laqiorts  and  exports  by  country  of  origin  or 
destination  are  presented  in  Table  20.    Three  countries  supply  about 
half  of  all  Imports.    These  are  Syria,  the  United  Kingdom,  and  the 
United  States.    Unadjusted  figures  show  that  the  combined  share  of 
these  three  countries  in  Lebanon's  imports  ranged  between  42  per  cent 
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TABLE  18 

MERCHANDISE  EXPORTS  OF  LEBANON,  1952-1956 
(Thousands  of  LL) 


Type  of  Comniodlty 

1952 

1953 

1954 

1955 

1956 

Animal  and  Food  Products 

Live  anlinals  and  meat  products 

1,445 

2,022 

3,562 

3,199 

4,354 

Fruits,  vegetables,  oils  and 

processed  foods 

32,057 

40,713 

52,860 

50,444 

66,132 

Onions 

4,380 

2,628 

3,220 

3,805 

2,257 

Potatoes 

753 

1,394 

1,672 

1,048 

1,854 

Bananas 

1,441 

1,738 

1,829 

2,661 

3,022 

Citrus 

7,286 

6,396 

9,946 

9,786 

10,367 

Deciduous 

4,134 

4,294 

5,435 

6,005 

7,760 

Oils  and  fats 

3,368 

3,963 

1,668 

3,804 

4,073 

Olive  oil 

963 

2,542 

1,146 

1,660 

2,148 

Processed  foods  and  drinks 

3,644 

3,400 

3,802 

6,584 

9,504 

All  other 

7,051 

16,900 

25,288 

16,751 

27.295 

Total  (A) 

33,502 

42,735 

56,422 

53,643 

70,486 

Industrial  Products 

Chemicals 

1,793 

2,224 

1,516 

1,318 

2,276 

Hides  and  leather  products 

2,680 

3,377 

3,919 

4,507 

6,297 

Rubber  products 

233 

291 

237 

323 

333 

Paper  products 

1,373 

1,640 

1,517 

1,291 

1,800 

Textile  products 

20,534 

18,889 

9,370 

12,371 

14,838 

Wool  in  lump 

5,830 

3,679 

2,982 

6,052 

4,851 

Cotton  yarn 

3,524 

3,916 

2,039 

2,382 

600 

Cotton  cloth 

1,785 

1,332 

710 

302 

152 

Rayon  cloth  products 

482 

381 

395 

475 

312 

Sacks 

1,751 

1,182 

853 

596 

439 

All  other  textiles 

7.162 

8.399 

2.391 

2.564 

8.484 

Total  (B) 

26,613 

26,421 

16,559 

19,810 

25,544 

Construction  Materials 

Wood  and  wood  products 

1,136 

1,190 

1,750 

2,186 

2,650 

Stone,  ceramics  and  glassware 

1,036 

1,865 

1,707 

1,712 

1,917 

Mineral  products 

2,094 

2,888 

3,158 

4,631 

1,748 

Cement 

1,470 

1,715 

1,858 

3,424 

1,399 

Other 

624 

1,173 

1,300 

1,207 

349 

Common  metals  and  manufactures 

6,999 

5,197 

4.770 

7.634 

8.284 

Total  (C) 

11,265 

11,140 

11,385 

16,163 

14,599 

Finished  Goods  and  Others 

Shoes  and  fashion  articles 

732 

581 

566 

406 

422 

Precious  metals  (excluding  gold) 

73 

738 

2,523 

11,594 

8,396 

Other  exports  (1) 

5,239 

6.094 

4.514 

6.291 

9,920 

Total  (D) 

6.044 

7.413 

7,603 

18,291 

18.758 

Total 

77,424 

87,709 

91.969 

107.907 

129.387 

Gold 

6 

13,613 

12.621 

16.408 

TOTAL 

77,430 

87,709 

105,582 

120,528 

145,795 

(1)  Machinery,  vehicles,  precision  apparatus,  arras  and  munitions,  artware,  etc.  which 
are  for  the  greater  part  re-exported  articles. 


Source:  Bulletin  Statlstique  Trimestrlel.  Ill,  IV,  V,  VI,  VII  (Quatrieme  Trlmestre, 
1952,  1953,  1954,  1955,  1956),  4-11.  Beirut. 


■  TABU  19    ■  ■  '  'i- 

PEICEmGB  DISTRIBOTXOII  OF  MBSCHAIOHLSE  EXPORTS, 


Typ«  of  Freduet 

1952 

1953 

1954 

1955 

1958 

1952-58 
Avorags 

A. 

Aaiaal  &  f«ed  products 

43.3 

4«.7 

81.3 

49.7 

54.4 

51.4 

B. 

Industrial  products 

34.4 

30.1 

18.0 

18.4 

19.7 

24.1 

C. 

ConstructlTO  nit«ri«|.s 

14.  S 

12.7 

12.4 

15.0 

11.2 

13.1 

D. 

Pinivhsd  goods  fit  othors 

7.8 

8.4 

:•,  1  I  '  i" 
ll.l 

Total 

100.0 

100.0 

100.0 

100.0 

100.0 

100.0 

Excluding  gold  exports* 
Sourcot    Bassd  on  labia  18. 


in  1956  and  55  par  cant  in  1954.    Li^nasa  ioqports  froei  Syria  vara 
largely  cereals  and  cotton,  froa  the  0nited  Kiagdoa  textiles,  and  fro* 
the  United  States  aachlnery  and  vehicles. 

Blurts  to  Syria  dropped  froa  25  per  cent  <*i.  total  exporta  and 
re-ei^rts  in  1951  to  11  per  cent  in  1958.    This  was  partly  due  to 
restrictions  lapsed  by  Syria  on  Lebanese  products  after  the  break  of  . 
the  CuatOM  Uaioa  In  1950  and  to  the  developsmt  of  the  ?ert  of  iAtakla 
la  Byria.    l«banoa*s  sueeess  la  establishing  sarkets  in  neighboring 
Arab  countries,  excluding  Syria,  is  shown  by  the  fact  that  these 
countries'  shares  la  Lebanon's  experts  and  re-exports  increased  tvm 
21  per  cent  of  the  total  in  1951  to  32  per  cent  in  1954  and  aaounted 
to  26  per  cent  in  1958. 
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The  first  attenpt  to  coaqpll*  statlatics  of  tha  balance  of 
paysanta  of  Labanon  waa  undartakan  by  tba  Kcononlc  Baaearch  Inatltuta 
of  the  American  Univaraity  of  Beirut.    Although  the  atudy  ia  necea* 
aarily  aubject  to  a  margin  of  error*  it  reflecta  the  exiating  aitua* 
tlon.    The  balance  of  paysienta  poaition  for  the  yeara  1951  through 
19SA  la  aunoariaed  in  Table  21. 

The  eatlaatea  ahow  aurpluaea  of  U.18.9  million  In  1951} 
LI.26.3  million  in  1952;  U.32.9  million  in  1953;  and  LLS7  million  in 
1954.    The  Is^roveaent  in  1953  waa  achieved  deapite  the  decline  in 
net  receipt  a  from  iavlalbles  «ft»ieh  occurred  mainly  in  eamlnga  from 
traaait  trade.    However,  the  tfeeltne  In  net  receipta  from  Inviaiblea 
was  more  than  offaet  by  the  decline  in  trade  deficit  end  the  increaae 
in  emigranta'  remittaneea,  and  other  private  ci^ital  inflow. 

While  no  balance  of  paymenta  figurea  are  available  for  the 
yeara  1955  and  1956,  aeverel  aourcea  atate  that  Lebanon  again  had  a 
aurplua  in  thoae  yeara.    Dr.  Paul  Rlat  of  the  American  Univaraity  of 
Beirut  haa  eatimated  the  balance  of  paymenta  aurplua  for  1955  at 
LL43  million.^    Judging  from  the  movements  in  official  reaervea,  it 
•eems  that  the  balance  of  paymenta  poaition  waa  weaker  in  1956  than 
in  1955.    Theae  reaervea  increaaed  by  only  IJL4  million  or  the  equiva* 
lent  of  $1.2  million,  whereaa  the  average  annual  increaae  in  offici«l 
reaervea  from  1952  to  1955  amounted  to  UAS  million  or  the  equivalent 

^l.e  Cemmarce  du  Levant  (Beirut)  February  29,  1956. 
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TABLE  21 

SmtfXt  OF  BALAHCE  OP  PAYKEHTS  POSITIOII  OP  LEBANOH,  1951-1954 


(Hillloas  of  U) 


Type  of  XraaMtetioa 

1951 

1952 

laportrs 

Exports  and  rc-e^rts 

-399.6 
140.1 

-437.5 
147.1 

-413.5 
138.0 

-566.1 
195.7 

A.  Balance  of  Trada 

B.  Het  receipts  of  Invisibles 

•259.5 
198.6 

-290.4 
188.0 

-275.5 
168.6 

-370.4 
248.7 

C.  Total  A  +  1 

-60.9 

-102.4 

-106.9 

-121.7 

V*  nisu  pK^xvvte  uoiibujloiis  ano 
capital  laovcaumts 

79.8 

128.7 

139.8 

178.7 

E.  Surplus  on  current  accounts 
and  private  capital  novenents 

(C  -j-  D) 

18.9 

26.J 

32.f 

57.0 

P.  Gonpensatory  Pinaacing 

Increase  in  monetary  gold  (-) 
Increase  in  foreign  exchange 
reserves  (-) 
Bank  liabilities  to  non-residents 

-23.9 

0.9 
4.1 

-15.4 

-10.4 
-0,5 

-13.1 

-20.8 
1.0 

-60.1 

2.0 
1.1 

Total  ^ICoaqpensator^  Pinancing 

-18.9 

-26.3 

•32.9 

-57.0 

Source:  Secured  froa  the  Econoole  Research  Institute,  iftmrtcan 
Oniversity  of  Beirut,  Beirut,  Lebanon. 


n 

of  n4.6  aillloa.^   The  w«ak«r  position  In  1956  nay  b«  attributed  to  thm 
rise  in  prices  In  Lebanon  and  to  Inereaaas  la  tbe  voluae  of  laperta  la 
that  year. 

To  understand  Lebanon's  balance  of  paynents  surpluses  despite  Its 
large  aMrchaadlse  trade  deficits »  several  loportant  factors  laust  be 
pointed  out. 

1.  There  Is  a  slxeable  Lebanese  population  overseas.    While  fev 
of  these  ealgrants  return  to  Lebanon  after  oMklng  their  fortunes,  aeny 
keep  In  contact  with  their  relatives  back  In  Lebanon.    As  a  result, 
enlgrants  have  Bslntalned  a  constant  streaa  of  realttances  to  Lebanon 
and  have  contributed  significantly  to  Lebanon's  world-irlde  trade  con* 
nectlons.'' 

2.  Beirut,  the  capital  city,  foras  a  natural  deep  sea  harbor 
with  aedem  facilities  and  Is  the  center  of  transit  trade.    Xncoae  froa 
transit  trade  has  been  est lasted  at  LL64  allllmi,  LL98  nllllon,  and  LL15 
allllon  for  the  years,  1933,  1954,  and  19SS  respectively.*^  laportaat 
also  to  Lebanon's  coonerce  Is  the  Free  Zone  of  Beirut,  where  aanufacturlng 
and  repacking  facilities  are  provided.^ 

^See  Table  23,  p.  75. 

^Balgrants*  realttances  have  been  estlaated  at  LL82  allllon  and 
LL85  allllon  for  the  years  1954  and  1955  respectively.    Banque  Llbanalse 
pour  le  Coaaerce,  Economic  Review,  Mo.  36  (Beirut:  June^l957),  p.  2. 

3lbld. .  p.  2. 

4Trafflc  In  the  Free  Zone  aaounted  to  350,000  tons  In  1954 
and  563,000  tons  In  1955.    International  Financial  Hews  Survey.  VIII 
(Washington:  Msrch  23,  1956),  296. 
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1»;  The  geograjphlc  ioeafe.ton  of  Lebanon  as  «  bridge  for 

thrae  coattuunf.a,  ita  scenery,  ita  Hi<jdeni  tourist  faailities,  its 

frto  exchango  market.  Its  air  s^mh  seaports,  havs  continued  to  taaka 

Lebanon  attractive  to  traders  and  tourlats.    The  ioportanca  of  tourism 

to  WUanoa  is  ceiXected  la  Kke  autaber  oi  tourists  and  ttieir  ustiuia&ed 

expMidltures  in  the  country  as  shown  In  Table  tt.    In  1955  tmirlMi 

ttarued  1X120  trillion— 'au  au^uct  tsqual  to  ruata  than  the  total  value 

of  conaaodity  eaporta  and  to  about  73  per  nent  of  the  value  of  com- 

modlty  imports  in  that  year.    Thus,  it  can  be  aeaii  that  earnings 

frota  tourism  alone  would  pay  for  uoarly  one- fourth  of  all  cotnraodity 

imports.    Yet,  it  is  significant  to  note  that  investment  in  tourist 

facilities  in  1955  aivounted  to  only  LLS  million,^  or  just  5.1  per 

2 

ceat  of  totel  private  investuent  in  that  year. 

4*    The  relative  internal  stability  of  Lebanon  \ta»  lured  many 
foreign  firms  to  move  or  establish  regional  offices  In  Beirut.  Capl> 
tal  funds  have  sought  safety  in  Lebanese  banks.    These  capital  trans* 
fers  have  been  estimated  at  ebout  $15  million  annually  since  1951. 
The  Government  is  encouraging  such  capital  transfers.    A  Iw  enacted 
in  Septert>er,  1956,  provides  that  profesaional  secrecy  must  be  observed 
by  banks.    Under  this  law  banks  are  bound,  insofar  as  their  customers 
are  concerned,  not  to  disclose  their  customers'  names  nor  the  amount 

^y.S.  Department  of  Conoercc,  Economic  Developments  in  Lebanog« 
1955  (Waahingtoni    1956),  p.  1. 

2 

See  ClMp.  XI,  Table  7,  p.  25. 

^Paul  Klat,  "The  Future  of  Economic  Development  in  the  Arab 
World,"  jliddle  Seat  Ecoaoiuic  Pa&ers.  1956  (fieirut:    Americea  'dniver- 
sity  of  Beirut,  1956),  p.  61. 
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NUHBER  OF  TOURISTS  VISITING  LEfiAIRXf  AMD 
ESTIMMID  EAUnilGS  PROM  TOURISM,  1951-1956^ 

(Toarista  in  1,000;  Expenditure*  In  Millions  LL) 


Category 

1951 

1952 

1953 

1954 

1955 

195i 

lluiri»er  of  visttore 

121.2 

29S.4 

3«7.g 

999.0 

i»m.o 

l.UO.O 

latiMit«4  eapwtdttnree 

by  tou  »!•);• 

35.0 

50.0 

80.0 

110.0 

122.0 

120.0 

The  diecrepency  between  the  iaereaee  In  visitors  end  the  la* 
creese  In  t«irist  expenditures  is  to  be  acceuated  £or  by  the  feet  that 
■any  of  the  visitors  were  in  transit. 

Source:  (1951-1952)    Edward  Fei  and  Paul  Klat,  Balance  of  Pey- 
■enta  of  Lebenon.  1951  and  1952  (Beirut:  Aawrican  Oniversicy  of 
Beirut,  1954),  p.  28. 

(1953-1955)  Banque  Libaoaiee  pour  le  CooMree,  ' 
Econoaic  Bulletin.  Ro.  25  (Beirut)  Ilareh^l956) ,  p.  5. 

(1956)    Middle  East  Economlat.  XI  (July, 1957),  107. 

of  their  holdings,  except  writtM  authorisation  of  the  clients  or  in 
the  ease  of  bankruptcy.^ 

5.    The  defacto  absence  of  exchange  controls  has  aade  Beirut 
one  of  the  leeding  foreign  exchange  oMrkets  in  the  world.',,; 


H^he  full  text  of  the  Banking  Secrecy  Law  can  be  found  in 
te  CoMorce  du  Uvant  (Beirut)  Heveaiber  21,  1956. 

2 

Although  references  are  sMde  to  '^official**  and  '*free**  Mritet 
rates  of  exchange  which  iaply  exchange  controls,  such  iiq>licetion  is 
not  werraated.    The  ''official"  rate  is  used  only  for  governMut  trans< 
actions  such  as  the  assessaMnt  of  the  value  of  inports  for  tariff  pur< 
poses.    All  other  transactions  are  aade  at  the  ''free'*  aartcet  rates 
without  any  govemaent  interference.    See  |^.  76-77. 
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6.  Foreign  cultural  inailtutlona  arc  daaply  rooted  In 
Labwnon.    To  mantloa  a  fa^f  theca  are  the  Aaerlcan  Unlveralty  of 
Beirut  and  Universlte  St.  Josuph.    These  unlveraitlas  receive  dona* 
tlons  fron  ^abroad  and  also  provide  advanced  training  for  «  large 
nuniber  of  atudenta  fron  the  leaa  educationally  developed  Asian 
countrlea.    Furtheraore,  the  hospitals  of  these  universities  provide 
aedical  services  to  sMuiy  countrlea  in  the  Middle  Beat. 

7.  The  Aaerlean  eeenesie  aid  program  has  also  cimtributed     ,  - 
to  the  strength  of  the  balance  of  paynents  of  Lebanon.    Total  Anerican 
aid  to  Lebanon  froa  1952  to  mid*19S6  anounted  to  |23.4  million  or  tha 
equivalent  of  LL70  million.^  , 

Having  pointed  out  the  general  fraoework  of  Lebanon's  inter- 
national trade  position,  it  becooes  understandable,  perhapa,  that  the  .  , 
aerehandise  trade  deficits  that  occur  each  year  with  the  outside  world 
are  covered  by  earnings  fron  a  multitude  of  services  such  as  exchange 
and  gold  operations}  transit  trade;  touriam;  emigrants'  remittances; 
donations  to  institutions;  capital  tranafers;  and  other  transactions. 

International  Reserves 
As  a  reault  of  the  favorable  balance  of  payments  position, 
Lebanon  has  succeeded  in  recent  years  in  building  up  aubstantlal  gold 
and  foreign  exchange  reserves.    As  Indicated  in  Teble  23,  total  reserves 

Increased  frcHn  $3S.S  million  in  1950  to  $93.9  million  in  1957.  The 
sharp  increase  in  gold  holdings  from  $20  million  in  1950  to  $91.2 
million  in  1957  resulted  partly  from  the  liquidation  of  French  franc 
assets  which  declined  from  $16.1  million  in  1950  to  $6.5  million  in 

^Mew  York  Tiwei*  June  4,  1956,  p.  1. 


TABiE  23 


(In  ■lllloss  of  0.  8.  dolUrs) 


pound 
Starling 

Total 

Total  Gold 
and 

Pr«neh 

sad  U.S. 

Foreign 

j  5  .Foreign 

rraoes 

DOllATS 

Bxchaago 

Ixchaago 

1950 

20.0 

16.1 

2.4 

38.5 

1951 

26.3 

12.0 

1.2 

13.2  ' 

39.5 

1952 

30.6 

10.9  ..^^ 

11.6 

1953 

34.7 

12.8 

^  7.7 

20.5 

.       -  55.2 

1954 

63.1 

11.6  i  i 

2,4 

13,0 

76.1 

1955 

73.7 

10.1 

12.8 

1956 

77.2 

7.3 

3.'2 

10.5 

87.7 

1957 

91.2 

6.5 

1.2 

7.7 

98.9 

tooreo:    latematlonal  Monetary  FmuS,  latematlonal  Financial 
Statletlce.  IX,  Ko.  6  (wathlngtoa:  June  ,1958),  168-169. 


1957  and  partly  fim  Furehaeoa  mi  doiUra  by  tlM  BxalMigo  itabllUa« 
tlott  Fund  and  the  conversion  of  theao  Into  gold* 

Ott  the  other  baad»  coayloto  figures  on  private  Ubanese  gold 
and  foreign  oxehaage  holdings  av*  not  cvailahla.    Ifanraver,  private 
Lebanese  dollar  holdings  In  the  Rev  York  Federal  leserve  District, 

reported  bf  the  Xnteraatioaal  MBoetary  Fmd,  aaouatad  to  $28  ail* 
lion  at  the  end  of  1957.     Xn  addition,  private  (residents  and  non- 
residents of  Lebanon)  deposits  In  foreign  exchange  with  banks  in 
%banon  awninted  to  |22  «illion  •(  tha  and  of  1955,^  ricaraa 
private  Ubanese  holdings  abroad  la  sterling  and  other  Buropean 
currencies  are  not  available.  "  . 


Snteruatlonal  Monetary  Fund,  International  Financial  Statistics 
tX,  lo.  6  (Washington:  June, 1958),  168-169. 

Xaforaation  secured  frooi  a  source  known  to  be  reliable. 
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The  Exchange  Syct«i  mi  Exchange  Rate* 
Ijttbange  yeetrletiMW  in  Ubamni  were  first  eetablished 
In  193*  by  the  Frendr  authorities  end  an  exctange  office  wee  aet  up 
for  the  purpose  of  adBlnistering  such  controls.    In  July, 1947, the 
official  par  value  of  the  Lebaneae  pound  wae  accqited  by  the  Inter- 
national Monetary  Fund  at  LL2.1 914/1 $0.S.    On  S«pteirt>er  7,  1948, 
Lebanon  established  an  Exchange  Control  Office  *rtilch  waa  charged 
with  the  official  purchase  and  sale  of  foreign  exchange.'^ 

The  GovemiDani.  of  Lebanon,  however,  soon  began  to  realiza 
Chat  tha  acoaooy  can  beat  thrive  with  a  miniiauia  of  controls.  A 
free  exchange  taarket  Is  basic  for  a  predowlnantly  service  economy. 
Gradual  relaxation  of  exchange  controls  began  in  Hovembar,  1948,  whan 
the  recogaittlon  of  the  "free  laarket"  was  brought  about  by  Decree  »o. 
k/lJ532.^    By  tha  end  of  19S2,all  exehanga  controls  were  conapletely 
abolished.^    The  absence  of  exchange  controls  tneens  freedom  to  trans- 
fer earnings  and  to  repatriate  capital  at  any  time  and  for  any  account 
without  ll«ltatton*.* 

Although  Lebanon  does  maintain  sooe  trade  controls,  this  is 
not  necesserlly  Inconpatible  with  prevailing  freedom  in  the  foreign 


Republic  of  Lebanon,  Ministry  of  Finance,  Collection  of  Laws 
of  Ubanon.  Monetary  LawA.  Decree  «o.  k/1305l  (Beirut:    July  Z9,  1947}, 
p.  55.    Areblc.  ,.  , 

^Ibld..  pp.  123-124. 

^For  a  sunmary  of  relaxation  of  exchange  controls,  see  Inter- 
national Financial  Statistics.  V,  »o.  10  (October,  1953),  112. 

^International  Monetary  Fund,  Sixth  Annual  Report  on  Exchange 
Restrict ions    (Washington J    1955),  pp.  227-228. 
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axelunge  aark«t.    Xaport  controls  Boem  to  eator  to  th«  Intorttts  of 
heoM  IndustrUs.    Tariff*  h«v«  alao  In  ■on«  Instancos  be«n  uaed  to 
|»rot«et  hone  Industrie*  but  are  prloMrily  revenue  producing. 

With  the  exception  of  Government  transactions  vfalch  are 
still  conducted  at  the  official  rata,  vls.»  IX2.20/l|U.s,  all  ex- 
change transactions  are  made  at  the  free  market  rate,    nte  official 
rate  Is  used  In  accounting  for  government  Income  and  expenditures  In 
foreign  currencies  and  for  calculations  of  Import  duties  based  on  the 
value  of  Imports  converted  at  the  official  rate.    This  method  of 
calculation  of  foreign  trade  statistics  overvalues  imports  from  Syria 
and  undervalues  inqporta  in  other  currencies.    This  is  because  Importers 
acquire  foreign  exchange  in  the  free  market  where  the  Syrian  pound  is 
bought  at  a  diacount,^  while  the  sterling  and  dollars  are  bought  at 
«  premium^  relative  to  the  official  price  of  these  currencies. 

Since  the  coo^lete  abolitlmi  of  exchange  controls  in  1952, 
the  foreign  exchange  value  of  the  Iiabanase  pound  has  been  rising. 
Before  that  time  the  free  exehange  rate  was  U3.73/l$0.8.    With  com* 
plate  relaxation  of  controls  the  exchange  value  of  the  Lebanese  pound 
has  risen  and  in  1957  the  rate  was  U3. 18/1$  0.8.    This  change  in  the 
free  market  rate  between  the  Lebanese  pound  and  the  U.  S.  dollar  re- 
presmts  an  Increase  of  more  than  8  per  cent  In  favor  of  the  pound. 

A  summary  of  movements  in  exchange  rates  is  presented  in  Table 
24.    The  free  market  rate  waa  fairly  stable  in  1951  and  1952  ranging 

^This  discount  varied  between  a  low  of  6  per  cent  In  1953  to  a 
high  of  13  per  cent  in  1957.    Bulletin  Statlstlque  Trlmestrlel.  IX 
(Deuxleme  Trlmestre,  1958),  59. 

^8ee  Table  24. 
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between  LL3.80  end  LL3.70/1$U.S.    During  1953,  however,  the  U,  S. 

dollar  ae  *rell  as  other  major  currencies  declined  substantially  in 

value  in  terns  of  the  Lebanese  pound.    From  1954  to  1957,  there  was 

•  HMMricable  stability  in  axchange  rates;  the  dollar  narrowly 

fluctuating  botveen  IL3.26  and  LL3.18.    This  stability  was  achieved 

by  the  one-sided  intervention  of  the  Exchange  Stabilisation  Fund. 

The  Stabilisation  Fund  has  not  so  far  intervened  on  the  trailing  side 

of  the  foreign  enchange  isarket. 

The  EKchange  Stabilissation  Fund  was  set  up  in  October^  1949^  for 

the  purpose  cf  Ironing  out  undue  fluctuations  in  exchange  rates  with* 

out  resisting  general  trends  or  defending  any  appropriate  rate  of 

the  Lebanese  pound. ^    The  Fund,  however,  did  not  begin  its  operation 

until  Septeab«r,19S3,  when  it  bought  dollars  In  the  oaxiiet  to  ease 

2 

the  Bionetary  stringency  following  the  Korean  War.     As  the  Fund  has 
no  assets  of  Its  own,  it  utlllxes  the  deposits  of  the  public  agencies 
and  other  deposits  with  the  B8L.    foteign  exehaage  purchaeed  by  th» 
Fund  on  behalf  of  and  for  the  account  of  the  Government  is  converted 
into  gold  and  turned  over  to  the  Issue  Department  of  the  BSL  against 
the  increase  in  note  issue.    •  ' 

CoMMrelal  Policy 
Coonercial  policy  in  Lebanon  is  based  priouirlly  on  the  eonvic* 
tion  that  the  country  can  prosper  only  through  a  aaxiausi  freedoa  of 
trade.    The  Govemnent,  however,  has  been  cau^t  between  the  alternatives 

^Albert  Badre,  '*BeonoKlc  Folicy  in  Lebanon,**    Les  C0nferencei^ 
du  Cenacle.  X  (June^l9S6),  361. 

^Ibid..  p.  362. 
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of  frea  trade  dtslred  by  tba  i««rchant  group-*  ani  tb«  protect 'on  . 
4«»ir(»<!  by  lndu9ttlAl  Interaots.    Tha  eonmerolAl  groufa  argue  thtC 
X<«b«non,  which  aams  about  60  par  eant  of  It*  national  loconw  from 
services,  cannot  afford  to  erect  barrier*  to  trade  and  exchange. 
FurtHertBora,  I^banon,  beiag  a  |»ro«!lucer  of  services  rathar  than  gooda, 
mist  alw  at  a  ^wllcy  of  free  trade  and  reduce  Ita  customs  barriers* 
The  laduatrialists,  on  the  other  hand,  raalntaln  that  bacause  X.ebanon 
earns  60  per  cent  of  Its  national  inc<K9a  from  services  the  ecooony  la 
exposed  to  vide  fluctuations  la  world  trade  and  financial  aotlvltla*. 
Tha  Indaserialists  argue  furthar  chat  Labanoq  mist  f«ek  to  dlvaralfy 
Its  •eonomy  and  iwtt  ha^ra  a  wider  acononle  baaaA 

Fjiced  with  a  continuing  struggle  between  merchants  and  indus- 
trlallsta.  the  Govavanenf:  la  attanpglng  to  solve  th«  problatn  by  ra* 
4ualng  eoMldarably  tha  lltt:  of  goods  retiring  Inport  lleanslng^ 
and  raising  ioport  duties  on  Itens  considered  by  the  Oovaranant   ,.  ,  . 


Tha  vlawa  of  tha  Industrlalla.t*  ara  advanced  by  Mr.  Phlllljp  > 
TafBor,  Secretary  of  the  Association  of  Lebanese  Industrialists  In 
Banqua  Mbanalaa  i»our  le  Coaaerce.  No.  4  (Beirut:  July^l9S3),  pp.  1-2, 
and  again  in  the  fig«!«i^5ii!l.j!nd  J^^^  Ho.  7  (nelruti 

May  1954),  p.  18.    Arabic.    The  views  of  the  merchants  are  exprasaed 
by  Mr.  ISnlle  Eddie,  laesftiar  of  Parliament  and  merchant,  in  Parllanantary 
SsssSJk*  1954  (Balnit:  1954),  pp.  590-591.  Arabic. 

Tha  llat  of  goods  for  which  Irabanasa  Import  llcanaas  isuat 
be  obtained  bafora  ahlpnant  to  Lebanon  la  found  in  L'EcwMMpta  Libanai^yg 
At.  Ayft.bf.  "Lea  reglements  du  commerce  exterieur  du  Llban  at  lea 
llstat  des  marchaitdises  dont  I' Importation  ou  i"e]9ortation  soot 
aoumlsas  a  la  licence  praabla,"  No.  a  (Balruti  January^ 1954).  pp. 
24-27.    Subsequent:  delations  from  the  list  ara  reported  regularly 
In  Foreign  Commerce  Weakly.    A  partial  listing  of  goods  raK>ved  from 
the  list  lucludaii  drittJ  and  preaarvad  fruits,  wine  vinegar,  cologne, 
fruit  juice,  alcohol,  matches,  silk  pieces,  toy  games,  soap,  cigarette 
paper,  cement  products,  aluminum  sheets  and  foil,  textiles  and  Indus- 
trial machinery,  and  crude  iron  and  ateal. 
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co»np»tltlvc  wtth  donwBtlc  Industry.      At  the  same  tlM,  It  ha* 

rsdueed  duties  on  aacliiacry,  r«w  aMtterials,  «nd  ••nl-finlshad  goods 

r#r«lred  for  tho  »»nu£«cturo  of  Lobancae  products.^ 

The  Gm'erraient  la  bainp  constantly  urged  hy  tha  InduatrlalisC* 

end  farm  jtrotipn  to  find  new  evarketa  for  their  products  through  trada 

and  peyment  Rgf^HHnmes  with  other  countries.    Such  agreetnents  were 

concluded  In  195?yl95A  with  East  and  West  Germany,  Csechoslovakia, 

Bunanla,  Bulgaria,  USSR,  Mainland  China,  Poland,  Franca,  Turkey  and 
3 

Italy.      T.eb3non  also  9l<mfid  the  Intar-Arab  Trade  and  Pavnents  Agree* 
ment  which  ealls  for  the  reciprocal  reduction  of  dutiea  by  25  per  cent 
on  tnAjstrtal  fjoodle.^ 


^In  line  with  this  policy,  duties  have  been  increased  on  la* 
ports  of  vegnf-.ablc  nils,  chocolates,  confectionarles,  and  other  products* 
It  Is  sufficient  here  to  give  a  partial  list  of  specific  items  aftected 
and  their  d\itiflf«  <«d  valorem),  with  forroer  rates  shown  in  parentheses. 
These  Include  vegetable  oils,  35  (25);  sweetmeats,  35  (25);  chocolate 
products  and  jams,  40  (25);  pottery  and  fancy  ceraotics,  40  (35);  cwsant 
products,  (40  (25);  soap  powder,  50  (25);  and  cardboard,    ^  (25). 
Prom  Porelflin  Coanieree  Wfek^y.  1954  and  1955. 
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Specific  Iteas  affected  and  thalr  dutlc.^  (ad  valorem),  with 
former  ratos  shown  in  parentheses  are  as  follows:    Chatir.als  used  In 
Lebanese  Industries,  free  (25);  spindles,  bobbins,  and  wth^^r  ar rides 
used  in  spinnlnS)  I  (25);  tractors  with  internal  con^vistion  engines, 
1  (10);  machines  Intended  for  bottling,  labeling,  packing,  etc.,  I 
(7.5);  crude  iron  and  steel  in  blooms,  free  (11);  unmanufactured  pieces 
of  lead  and  tin,  free  (25);  minerals  used  in  Lebanese  industries,  II 
(25);  cellulose  by-products,  includlnt;  tubes  destined  for  the  envelope 
Industry,  1  (25);  printed  cellophane  paper  intended  for  packaging  of 
domestic  products,  II  (25);  figured  paper  In  sheet  intended  for  fruit 
wrapping,  free  (20);  blue  paper  in  rolls  intended  for  covering  match 
boxes,  free  (25);  rubber  bands  and  threads  intended  for  industry,  free 
(II);  meat  meal  and  fish  neal  used  as  fodder,  free  (25);  and  flux  and 
similar  subsidiary  compounds  used  in  iron  works,  I  (25).  Prom 
Porelitn  Commerce  Weeiciv.  1954  and  1955. 

Texts  for  these  agreements  can  be  found  In  thmJbuJUUuexttMXx 
Segorts,  1953-1955,  Beirut,  ao4  in  I'Ecouotuie  Ub&naisa  at  Arabe. 
Issues  of  1954. 


Sanque  Libanalse  pour  le  CosBMrce,  Economic  Review.  No.  6 
lelrut:  December,  1953),  p.  2.  """ 


PAIT  II.    MATURE  AND  UQ0IREMBNT8  Of  TBI 
DEVELOPMEHT  PROJECTS 


cium&  IV 


GBMACXE&ISnCS  AMD  SIGMXriGAKCS  01  XHK  IHCVSI^anOliX  riojiczs 

Xhla  study  so  far  has  4Merlb«d  th«  LabanM*  •emioay*    With  this 
dAterlpeloit  at  a  background,  this  eliaftar  will  dascrlb«  th«  MCura  of  t1i« 
Litanl  Klvar  Frojoct  and  of  tha  othar  proposad  davalopMnt  projaets,  and 
vill  ttontaln  an  avaluatlon  of  tha  algnlfieanoa  of  Phaaa  A  of  tha  Lltani 
Projact  and  of  tha  total  davalopnant  prograa.    This  avaluation  will  not 
ba  confinad  sii^ly  to  tha  posltiva  contributions  of  tha  prograa  but 
will  also  indieata  tha  disadvantages  that  will  rasult  fron  tha  inplaaan- 
tation  of  tha  projacts* 

Faaturas  of  tha  Litani  Projact 
Tha  Litani  is  tha  l«rg«st  of  Wbanoo's  moBarous  civars)  it 
originatas  in  tha  Baalback  vatarshad  and  purawas  a  southarly  coursa 
through  tha  Bakaa  Vallay,  than  turns  waat  to  aapty  into  tha  Maditar* 
ranaan  naar  tha  Biblical  city  of  Tyra.^ 

Ho  single  ovarall  and  axtanaiva  study  for  tha  full  utilisation 
of  tha  Litani  watars  was  mada  until  racantly.    Tha  latast  studias  of 
tha  sMltipurposa  davalopnant  of  this  rivar  wara  cooplatad  in  1954  by 
tha  Unitad  Statas  Point  Pour  Missicm  to  Lebanon  as  part  of  Aaarican 
technical  assistance.    The  Point  Pour  Mission  Baport  on  the  Litani  was 
subsittad  in  three  voluB«a  to  the  Lebanese  Govemnant  in  July,  19S4, 
with  three  additional  voluaies  of  appandixea. 

^See  Pigures  2  and  3. 
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g.   2        Totol     plan     of    dtvtlopmtnt    of    tho    Litoni    Projtet  .  ,  l 

tourcttt    tMund  frea  eh«         ffdrciga  0p«r«tl<m8  Mission,  Ubanon. 
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Tho  Lebansss  ?arllaaant  passad  a  law  on  Auguat  14,  1954»  for 
th«  eatabllahMnt  of  the  Rational  Litani  Of  flea  with  a  t«n*manbar  Board 
of  Dlractora.    On  tha  aaaa  data  the  Parllaiaant  aatabliahad  a  fund  of 
LLS  aillion  for  tha  organisatioa  of  this  offlea  and  tha  racrultaant 
of  ita  paraonaal.    Tha  Rational  Litani  Office  haa  the  following  pur- 
poaeat    (1)  to  inplanent  the  Litani  River  Project  for  irrigation  and 
electricity;  (2)  to  conatruct  inter*conneeting  tranBalsalon  ayatena 
between  electric  generating  planta  in  Lebanon;  end  (3)  to  construct 
3ub*station8  and  distribution    systema  in  all  Lebanese  diatricts.^ 
Total  plan  of  development  of  the  Litani  i' 
■  .  ..J,      The  total  plan  of  dcvelopiacnt  coigprlaea  the  eonatruction  of 
three  storage  reaervoirs,  one  at  Karoun  with  a  capacity  of  200  nillion 
cubic  Meters,  one  at  Khardale  of  82  nillion  cubic  meters,  and  a  third 
one  at  Biari  Elver  of  33  aillion  cubic  aetera,  bringing  the  totel 
atorage  to  315  aillion  cubic  aetera.^    The  use  of  theae  reaervoira 
would  provide  a  better  regulated  flow  and  would  enable  part  of  the 
Litani  to  be  diverted  through  a  tranaaountain  tunnel  into  the  Biari 
River  to  produce  pofwer  and  to  irrigate  the  coaatal  strip  between  Saida 
and  Beirut. 

f«wer  inatallationa  of  171,000  kw  will  be  inatalled  in  aix 
power  planta.    Thia  hydro-energy  will  be  coordinated  with  theraal 
power^  in  order  to  have  a  net  edditional  total-inatalled  capacity  of 

^•'Loi  Portant  Creation  du  Service  Rational  du  Litani,** 
L*Econoaie  Libanaise  et  Arabe  Wo.  27  (Beirut:  Sept eaber. 1954),  pp. 

51-53. 

^fOA  Resort.  Vol.  I.  p.  VIII-4.    The  Biari  River  is  a  small 
atreaa  which  will  utilize  the  waters  of  the  Litani  which  will  be  di- 
rected through  a  tunnel*      ^  . 

^l&ISft*  theraal  power  under  extraordinary  projecta,  pp.  106-107. 


286,000  kw.^   At  th«  and  of  1956,  total  Inttallod  capacity  of  povar 
pUata  In  Utenon  waa  36,732  kv.^   Tha  nat  lacraasa  in  Inatallad 
capacity,  tharafora,  will  ba  321  par  cant.    A  network  of  69*kv  and 
33«kv  tranaalaalon  llnaa  will  Intarconnact  tha  hydro  and  tharoMil 
powar  InatalUtlona  with  tha  Balrut  araa  which  la  tha  conainvtlon 
cantar  of  alactrlclty.    Tha  alx  hydro-plants  will  supply  about  626 
■llllon  kwh  during  an  avaraga  yaar.^   jha  projoct  also  calls  for 
tha  construction  of  Irritation  works  which  will  furnish  watar  to 
21,399  hactaras  of  land  locatad  In  flva  Irrigation  units  as  llstad 
In  Tabla  25. 

TABU  25 
UTARI  IRRIGATION  PIARS 


Iraa  Annual  watar  Ra^ulraaants 

Unit  Phase         (In  Hactaras)    (In  Billions  of  cubic  aatars) 


Bakaa  Gravity 

A 

5,700 

38.3 

Bakaa  Puaplng 

B 

4.700 

4  46.4 

Uppar  Nabatlah 

B 

3,500 

30.5 

Lowar  Habatlah 

B 

3,700 

35.2  * 

1. 

Balrut-Salda 

A 

3,900 

36.6 

• 

21,500 

187.0 

Source:    FOA  Report.  Vol.  I,  p.  V-5. 


For  the  orderly  developnent  of  the  Multiple  purpose  project, 
two  pheses  of  construction  were  recewMnded  by  the  Point  Four  Mission. 

^FOA  Report,  op.  dt. ,  p.  VIII-2. 

^J.  S.  Departawnt  of  CovMrce,  BconoaAc  Developswtnt  In  Lebanon. 
1957  (Washington:  1958),  p.  6.  ~ 

^FOA  Report,  op.  dt..  p.  mi-3. 
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IhMtt  were  dcsignatftd  as  Phatc  A  and  Piuis*  B.    tb*  eonpleted  project 
will  Inclttd*:^ 

44  klloMtcrt  of  tunnels 

24  kiloMtors  of  power  canals 
272  kiloMCers  of  tracsnletiioa  liaaa 
202  klloaeters  of  irrigation  canals 
3  daM 

6  poirer  plants  and  6  sub-stations 
nuMe  A,  with  which  this  study  will  be  eoneemed,  Inelvdes 
partial  construction  of  the  Karoua  I>SBt  and  alesetvolr,  construction 
of  the  Bekaa  Gravity  and  lelnit-Salda  Irrigation  Units,  construction 
of  the  Bisri  Tunnel,  constmetion  of  two  power  plants  having  an 
initial  installed  capacity  of  110,000  kw,^  and  the  construction  of 
Mweesary  traaswLsslon  lines  and  sub-stations.    About  six  years  and 
a  cost  of  about  U.146  aillloc,  the  e<|iiivalent  of  about  $45  aillion, 
would  be  required  for  the  coaqpletlon  of  these  coB^oaeuts.^ 

fiwuM  B,  with  which  this  study  Is  not  directly  concerned  and 
vAiich  therefore  will  aot  be  discussed  in  detail,  would  Include  eotiyletion 
of  the  Karoun  Qma,  construction  of  the  reiaalning  thxee  irrlgaticm 
units  and  four  power  aaits,  and  cooipletion  of  the  transalsslon  net- 
work.   This  second  phase  of  th«  project  is  recoonendad  to  be  con- 
pleted  during  a  19-year  eenstruetion  period  at  a  cost  of  about  LU9S 
allllon  or  the  equivalent  of  $60  aillion.^ 


p.  VlII,  3-6.  I 

Saleen  Lahhoud,  Chairaaa,  Board  of  Directors,  National 
Utani  Office,  •*nxe  Utani:  Soaa  Zcononic  Political  aiid  technical 
Aapecta, '  Lea  Goafexdncea  du  Caaacla,  X  (February.  1936),  115, 
Arabic. 


•'Bepubllquft  Ubanalse,  Cfilce  Hational  du  Utani,  Cherte 
OFRaff^<l»«>.  (Beirut:  1935),  aioeographed. 

'  '         ^lOA  Heport,  op.  clt..  p.  M*3.  ' 


yha«<  A  of  the  Lltanl  Pro.leet  a 

for  purposes  of  this  st:udy»  the  analysis  will  be  confinsd  to 
fliaaa  A  of  the  Lltani  ?roJ«ct  and  to  othor  projects  which  are  being 
executed  concurrently.    These  projects  era  either  complenentary  to 
fhase  A  or  their  nature  is  such  that  It  Is  eonsidered  ivpossible 
to  postpone  thea.    Consequently!,  to  i^pralse  the  Is^occ  of  only 
the  Utani  Project  (Phase  A)  on  the  Lebanese  econoay  would  be  uarea* 
llitle.    Itvertheless,  major  eaphasls  will  b«  placed  on  Ruse  A  of 
the  Lltani  project. 

Sbo  roasoQS  for  ■wpt>iit»tng  fhata  A  are:  (1)  X^etallod  and 
final  tochnieai  plana  fo>r  this  phase  have  been  prepared  while  ettoh 
Is  not  the  case  vlth  Fhase       (2)  Phase  A  is  nore  Inmedlate  In  the 
sense  that  It  is  being  carried  out  over  a  short  period  of  tine  while 
Phase  B  is  a  long-run  developaent  plan  extending  over  a  period  of  19 
years  after  the  eoapletion  of  Phase  A.    The  li^ect  of  the  developsMat 
of  Phase  A  on  the  economy  can,  perhape,  be  dlseutsed  vith  wore  eev 
tainty  than  that  of  Phase       (3)  A  $27  iiillion  losn  fron  the  Interna* 
tional  Bank  has  been  granted  for  Phase  A  while  ao  arrai^eeNmt  to 
finance  Phase  B  has  even  been  discussed. 

The  sain  purposes  of  the  construction  of  Phase  A  are  to 
supply  Lebanon  with  about  425  sallion  fcnh  of  energy  per  year  and  to 
irrigate  9,Mf9  lieetares  of  land.    The  prlneipel  works  to  be  con- 
structed as  part  ©f  this  phese  are  described  below: ^ 

,    :   (I)    JKaroun  Owr  erd  iResen'otr:  This  dam  will  be  ccnstrueted 
on  the  lltani  River  at  the  south  end  of  the  Bekaa  Vsllcy.    The  daa 

will  be  about  47  meters  high  end  900  aseters  long  and  will  create  a 

 «  "  "V  . 

^FOA  Report.  I'-td, .  p.  VIII  3-6;  The  Intr.msstloaol  Bank  for 
Beeottstructlon  and  Development,  Press  Release  (Vashington:  August 
26,  1955);  and  I.ahhoud,         clt.  ^  p.  107."  See  Flcure  3,  p.  89. 


89 


BEKAA  ORAVITY 
IRRIGATION  UNIT 


BEIRUT  •  8AIDA 
IRRIOATION  SYSTEM 


JOUN 


SoidQ^ 


r.. 


JOUN 


-JOUN 


-BISRI 
POWER  PLJ 


BISRI**, 
TUNNEL 


^  ) 

<!/  /  ^ 


POWER  PLANT    OIV.  DAM 


^KARAOUN  DAM 
•  RESERVOIR 


s 


A 


r 


( 

/ 


^    V    r  LEBANON 
/      AL.-pLITANI    RIVER  PROJECT 


ISRAEL 


i 


PHASE  A 

TUNNELS 

IRRIOATION  SYSTEM 
POWER  PLANTS 
SUBSTATIONS 
TRANSMISSION  LINES 
RIVERS 

DIVERSION  DAM 


it 

 i{ — 


1 


Fig<  3       Units     to    bt    constructtd    undtr    Phast  A    of    tht    Litoni  Projtot 

Source:    Secured  personally  from  the  International  Bank  for  Recon- 
struction and  Development.  Washington. 


r«««rvotr  with  «a  inltUil  capacity  of  about  60  allllMi  cubic  Mtara. 

(2)  BUrl  TiwmI:    Xhia  will  b«  a  tcanawwataia  CMcrata- 
llnad  praaaura  tunnal  aad  vlll  <livait  vatar  froai  tka  Karwm  Kaaarvolr 
to  tha  Blarl  Rlvar.    It  will  hava  a  dlaaatar  of  2.4  Mtara  and  a 
laagth  of  9.3  kllraatara. 

(3)  Blarl  Powar  Plaat:    Tha  Blarl  powar  plant  will  ba  built 
on  tha  Blarl  Rlvar  with  an  Initial  capacity  of  about  75,000  kw.  It 
will  racalva  watar  froa  tha  Blarl  Tunnal  through  aultabla  aurga  tasrit 
and  pMOtock  under  a  haad  of  about  400  aatara. 

(4)  Joun  Dlvaralon  Dmm  and  Tunnal:    Tha  Joun  Dlvaraloa  Baa 
will  ba  about  18  aatara  high  and  90  aatara  long  and  will  ba  built  oa 
tha  Blarl  Blvar.    It  will  dlvart  watar  into  a  tunnal  about  6.4  kllo- 
Mttara  In  langth  and  about  2.8  aatara  la  diaaatar  which  will  taralaata 
ia  a  aurga  tank  and  paaateek  for  pvrpoaaa  of  gaaaratlng  powar  and 
Irrigating  tha  Balrut-Salda  coaatal  atrip. 

(3)    John  Powar  Plant {    Thla  plant  will  taka  Ita  watara  ttm 
tha  Joun  Tunnal  and  will  hava  an  Inatallad  ci^aclty  of  33,000  kw 
operating  undar  a  haad  of  about  165  aatara. 

(6)  Tranaalaalon  Llnas  and  Sub-Statloaa:    About  60  allaa  of 
69-kv  doubla  circuit  tranaalaalon  llnaa  and  about  25  allaa  of  33-kv 
tranaalaalon  llnaa  will  connect  tha  Blarl  and  Joun  powar  planta  with 
tha  Beirut  powar  ayataa.    Six  aub-atatlona  will  alao  be  coaatructad. 

(7)  Belrut-Salda  Irrigation  Unit:    Ihla  unit  Ilea  along  tha 
coaatal  plain  extending  froa  Beirut  to  Salda.  a  dlatanca  of  abobt  25 
allaa.    A  total  of  about  3,900  hectaraa  will  be  Irrigated  In  thla 
atrip  which  la  now  partly  cultivated.    Because  of  favorable  dlaate, 
thla  area  la  Ideally  aulted  to  the  growing  of  bananas,  citrus  fmlta, 
and  vagetablea,  which  are  laportant  axporta  of  Ubanon.    Water  for 


n 

thlB  unit  will  b«  supiplicd  through  the  Joun  Tunnel  connected  vith  the 
Min  c«nal  vith  a  iMgth  of  about  3.5  mllea.    Several  oajor  and 
■Inor  atructurea  will  be  constructed  as  part  of  this  unit.  These 
Include  siphons,  bridges,  turnouts,  culverts,  and  stock  watering 
raaqpa. 

(8)    Bckaa  Gravity  Irrigation  Unit:    Although  thla  unit  is 
considered  a  part  of  the  Litanl  schene,  it  is  ccn^letely  independent 
of  the  construction  of  other  units  because  it  draws  its  water  re* 
quiresients  frost  the  Anjar  and  Chaasine  Springs  and  not  fron  the 
Litani  River.    Earth  foundation  dans  will  be  constructed  below  each 
of  the  springs  to  raise  the  water  sufficiently  to  reach  the  land  and 
to  provide  a  saall  amount  of  storage.    The  two  reservoirs  will  be 
connected  with  canals  the  length  of  which  will  be  27  ailea  and  will 
serve  about  5,700  hectares  of  land.    Major  and  nlnor  structures  in* 
elude  siphons,  turnouts,  bridges,  stock  watering  rasys,  and  drainage 
ditches.^ 

Early  in  the  year  1955,  the  National  Litani  Office  Issued 
a  first  invitation  for  bids  for  the  construction  of  Phase  A.  Fifty- 
two  firas  representing  seventeen  nationalities  responded  to  the 
Invitation.    Oa  April  14,  1955,  fifteen  finss  were  selected  to  par- 
ticipate in  the  final  bidding.^    Contracts  for  wigineering  works 
were  awarded  to  a  French  group  of  engineers  in  October,  1956.^  Bids 

^FOA  Reaort.  Vol.  II.  pp.  XVII,  1-2. 
2 

Letter  frosi  Mr.  L.J.  Snyder,  Chief,  Natural  Reaourcea  Di- 
vision, U.S.  (^orations  Mlasion  to  Lebanon,  dated  i^ril  17,  1955. 

3U.S.  Department  of  Commerce,  Economic  Developments  In 
Lebanon.  1955  (Washington:  1956),  p.  5. 


for  actual  coast ruction  contracts  ware  avardad  to  a  Franch* Italian 
group  and  vork  bagan  on  Saptend»ar  22,  1957.^    Mo  information  is 
availabla  to  panit  a  coa^arison  batwaen  tha  original  Point  Four 
astinatas  and  tha  valua  of  contracts  awarded. 

Bcononic  Si^lficanca  of  fhasa  A  of  tha  Litani  Fro  J  act 
Tha  aconoaic  signifieanca  of  Fhasa  A  of  tha  Litani  Projact  is 
maasured  by  its  contribution  to  tha  produetiva  capacity  of  Lab anon 
and  tha  standard  of  living  of  tha  pat^la.    Tha  projact  undar  raviaw 
will  eentributa  to  produetiva  capacity  in  two  aajor  araaa:  to  agri* 
cultural  production  through  the  irrigation  of  arid  landa,  and  to 
industrial  production  through  tha  generation  of  electricity.  The 
generation  of  electricity  will  also  provide  power  for  the  increased 
utilisation  of  electrical  appliances  and  thereby  contribute  directly 
to  consun^tion.    The  benefits  to  be  derived  fron  Phase  A  will  now 
be  exaained. 

Significance  of  irrigation 

Where  natural  rainfall  is  not  sufficient,  irrigation  provides 
a  regulated  water  supply  for  agricultural  land.    It  will  increase 
production  of  crops  to  the  benefit  of  the  whole  economy  and  ea* 
peeielly  to  the  rural  sector  that  depends  on  the  land  for  its  income. 
The  heavy  concentration  of  rainfall  during  the  winter  season,  followed 
by  a  long  dry  summer,  results  in  an  unsteady  flow  of  water.    It  ia 
the  adverae  affects  of  this  unsteady  flow  of  water  which  must  be 
mitigated  through  extensive  irrigation  systems  by  use  of  storage  water. 
The  Xarotm  Dam  under  Phase  A  will  provide  such  storage. 

^Republic  of  Ubanon,  National  Litani  Office,  Inauguration  of 
the  First  Phase  of  tha  Litani  Project  (Beirut:  September  22,  1957), 
Arabic. 
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.-..i  ..   Tha  nmaatary  b«n«flts  to  be  rMllsed  Includa  not  only  the  In* 
oreaced  value  of  products  mariceted,  but  the  Increase  In  products  con* 
sused  by  the  fant  family  as  well.    The  value  to  be  added  by  irriga- 
tion is  conputed  by  collaring  the  value  of  agricultural  production 
frooi  areas  now  irrigated  with  the  value  of  production  fro*  lands  that 
are  not  irrigated. 

li^a  Cravitv  Unit.*- Invest iaat ions  aade  by  the  United  States 
Mission  to  Lebanon  indicate  that,  in  the  Bekaa  Gravity  Unit,^  in- 
come from  dry  land  crops  are  U.2S3  per  hectare  and  from  irrigated 
land  UL948.6  per  hectare  per  year.    Irrigation  means,  then,  a  dif- 
ference of  LL69S.6  per  hectare.    Since  the  total  area  to  be  irrigated 
by  the  Bekaa  Unit  is  5,700  hectares,  of  which  about  1,425  are  al- 
ready imder  irrigation,  the  increase  in  newly  irrigated  land  will 
b«  4,27S  hectares.    The  benefits  to  be  contributed  by  this  irrigation 
unit  are  therefore  estimated  at  11.2,974,000  per  annum. 

feirut-Saida  Unit.— The  land  included  in  the  Beirut -Saida 
Xrrigatimi  Unit  (3,900  hectares)  is  not  irrigated  at  present.^  Two 
thousand  hectares  of  this  area  are  devoted  to  the  growing  of  olives. 
The  remainder  (1,900  hectares)  is  divided  between  field  crops  (900 
hectares)  and  grazing  (1,000  hectares).    It  is  proposed  that  olivea 
be  removed  from  this  unit  and  citrus  and  banaaaa  be  planted  instead. 
It  is  also  proposed  that  the  1,900  hectaras  ba  eatirely  devoted  to 
the  growing  of  vegetables  and  specialty  crops.    The  net  result  of 
these  shifts  in  land  utilisation  will  be  the  conversion  of  2,000 
hectaraa  of  elivaa  to  citrus  and  will  bring  an  additional  1,000 

^The  economic  analysis  of  the  Bekaa  Gravity  Unit  is  found 
itt  TOA  aeport.  Vol.  I,  pp.  V27-28. 

^Tha  economic  analysis  of  Beirut-Saida  Utait  ia  found  in 
Ibid.,  pp.  V-51-55. 
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hactfttM  undar  irrigation  which  are  currently  used  for  graaing. 
Olive  grove  ownera  '*8tated  that  if  the  propoaed  irrigation  unit 
were  oonatrueted  they  would  renove  their  olive  treei  and  plant 
citrua  fruit. 

Annual  value  of  olive  production  is  eatinated  at  U.1,000  per 
hectare  and  aimual  returns  fron  bananas  and  citrus  are  estiiMted  at 
U.2,000  hectare.    The  returns  fron  vegetable  crops  are  eatiaated 
at  1X750  per  hectare  per  year.    According  to  the  FOA  Report,  the 
converaiott  of  the  area  to  citrus  and  vegetables  will  result  in  an 
eatiMted  additional  net  fans  inceiBa  of  U2,342  per  year  after 
due  allowance  is  nade  for  the  toss  of  about  LL2  nillion  in  olive 
production.^ 

Sconowic  Significance  of  the  two  Irrigation  Pni^s.— The 
latest  available  data  (1954)  show  that  50,000  hectares  of  land  were 
undar  irrigation.    Completion  of  Phase  A  of  the  litani  Project,  aa 
noted  above,  will  bring  under  irrigation  an  additional  8,175  hee* 
tarea,  an  Increase  of  slightly  nore  than  16  per  cent.    In  1956  the 
total  value  of  agricultural  pro^ction  was  LUSA  aillioa,  while  the 
annual  value  added  to  agricultural  production  by  the  Bekea  Gravity 
and  Saida-Bcirut  Units  would  aaount  to  UL5, 316,000.    This  shows  an 
iacreaae  in  total  agricultural  incase  of  about  2  per  cent. 

Although  the  2  per  cent  per  year  increase  in  the  value  of 
agricultural  production  resulting  froa  irrigation  seens  snail,  it 
is  nevertheless  significant.    The  annual  addition  fro*  the  two  units 
(LI.5.3  nillion)  is  large  conpared  to  their  total  costs  (U.10.8 
alllim).    Even  if  the  eonparison  is  made  to  the  total  ceata  of  the 

^Ibid..  p.  ?-52, 
^Ibid..  p.  ?.55. 


irrigation  unlet  plui  th«  Karoun  Dan  and  Raaarvolr  (LL32.7  aillion), 
thm  annual  ratum  la  16  par  cant  of  total  cost  a.    furthanaora,  tha 
ttOB^latlon  of  Fhaaa  B  of  tha  projaet  will  bring  an  aatiaatad  ad* 
dltional  11,900  haetaras  of  land  undar  irrigation  which  will  furthar 
apraad  tha  coats  of  tha  dan  and  raaarvoir  construction  included  in 
Fhasa  A.    finally,  tha  additional  production  coatributad  by  irriga- 
tion naans  an  ineraaaa  of  about  LLSO    in  tha  par  capita  ineoaa  of 
tha  paopla  directly  affaetad  by  tha  two  irrigation  units. ^ 
Land  acquisition  and  land  valuef 

Land  acquisition. —ghasa  ▲  af  tha  Litani  Project  calls  far 
tha  ae<|ttiaition  of  760  hactaraa  of  land,    tha  main  task  at  thia 
point  ia  (1)  to  aasaas  tha  loaa  in  agricultural  income  resulting 
froa  aueh  acfuiaitiona,  (2)  to  ««apara  this  loaa  with  the  total  gain 
that  will  raault  frosi  irrigation,  and  (3)  to  analyse  briefly  the 
reaattleaent  problea  resulting  froa  such  acquiaitions. 

Of  tha  760  hectarea  that  need  to  be  ae^irad,  578  haetaraa 
are  under  cultivation,  the  reaeinder  lying  uncultivated.    Of  this 
578  hectares,  33  hectarea  are  under  irrigation.^    The  cultivated  area 
ia  pleated  in  wheat.    Half  tha  irrigated  area  ia  planted  ia  onions; 
the  other  helf  is  pLaated  in  potatoaa. 

Data  on  crop  ratuma  praaaatad  la  tha  fOA  Reaort^^  iadieata 


.r 


It  is  esciiMtad  that  in  1956  a  total  of  103,670  persona  in- 
habited villagea  ia  tha  areaa  included  in  the  Bekaa  Gravity  and  Saida- 
Beirut  Irrigations  Units.    lufocnatlon  secured  froa  the  National 
Litaai  Office  (Beirut)  by  latter  dated  August  9,  1960. 

;  ^ttA  Uaorta.  ?ola.  I  and  III.  Eatinate  Tablaa. 

^ased  on  1951  crop  returns  and  prices.    FOA  Report.  Vol  I. 
pp.  31*35{  II,  p.  XIV-20  and  Table  XIX-7. 
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that  the  locsai  that  will  havo  to  b«  sttatalnacl  as  a  raault  of  ac* 
fttltltiona  of  agricultural  land  for  dams,  resarvolrs,  and  canals, 
will  amount  to  about  400  metric  tons  of  wheat  valued  at  about  LL140,000» 
Batums  on  the  presently  irrigated  land  are  calculated  at  about  190 
■etrie  tons  of  potatoes  and  218  metric  tons  of  onions  valued  at 
about  LL23,000  and  LL17,000,  respectively.    The  reduction  in  total 
farm  income  resulting  from  land  acquisition  will»  therefore,  amount 
to  LL180,000  annually.    This  reduction  amounts  to  less  than  one 
tenth  of  1  per  cent  of  total  agricultural  income  in  1956  and  to 
little  over  3  per  cent  of  the  gains  expected  in  agricultural  Income 
from  the  proposed  irrigation  units.    The  net  effects  of  these  re- 
ductions in  agricultural  income  will  mean  (1)  a  reduction  in  total 
benefits  derived  from  irrigation;  (2)  an  increase  in  the  importation 
of  wheat  by  the  amount  of  reduction  of  output  since  Lebanon  is 
heavily  dependent  on  imports  of  cereals;  and  (3)  some  reductions  in 
the  exportation  of  onions  and  potatoes. 

jyyi|d^,value8 . As  the  construction  of  Phase  A  of  the  Litani 
Project  proceeds,  land  values  may  be  expected  to  increase.  The 
rise  In  such  value  in  the  completed  Kasmieh  Irrigation  Project  in 
South  Lebanon  warrants  this  assumption.    The  Kasmieh  Project  which 
irrigates  a  total  of  4,500  hectares^  by  gravity  flow,  was  started  in 
1946  and  completed  in  the  early  part  of  1955.^    The  price  of  one 
hectare  of  land  located  in  the  Kasmieh  area  has  risen  from  LL2,S00 

^United  Nations  Relief  and  Works  Agency  for  Palestine 

Refugees,  Quarterly  Bulletin  of  Economic  Development  No.  11  (Beirut, 
July  1954),  p.  120. 

^Edward  Manassah,  Latest  Plans  for  Utilization  and  Develop- 
ment of  the  Litani  Basin  (Beirut:  19SS),  p.  21.  Mimeogr^hed. 
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in  1946  to  LL2S,000  at  the  present  tlme.^    This  rise  In  the  price  pf 
lend  it  In  far  greater  proportion  than  the  general  rise  in  pricee 
(see  Table  41).    It  is  to  be  concluded,  therefore,  that  this  spectaev- 
lar  rise  is  due  prinarily  to  a  combination  of  an  increase  in  the 
productivity  of  land  and  resulting  speculative  activity.    If  land 
values  in  the  proposed  irrigation  units  should  increase  propor- 
tionately, the  completion  of  Phase  A  will  add  about  LL180  million 
to  the  value  of  land.    If  this  figure  (LL180  million)  is  coaqpared 
vith  the  absolute  increase  in  the  potential  value  of  crops  (LL5.3 
■illion)  the  ratio  is  found  to  be  36;1.    This  increase  in  the  value 
of  land  seems  to  be  far  beyond  what  could  be  considered  Justifiable 
by  ejqpected  yields.    However,  our  interest  at  this  point  is  the 
period  of  construction  and  does  not  extend  beyond  that.  Further* 
more,  it  must  be  noted  that  the  rise  in  the  value  of  land  in  the 
case  of  the  Kasmieh  Irrigation  Project  was  due  in  part  to  land 
speculation  from  the  period  1946,  the  date  of  launching  the  project, 
to  the  year  195S—about  10  years.    Another  point  to  be  emphasised 
is  the  fact  that  the  productivity  of  land  in  the  immediate  vicinity 
of  the  reservoirs  and  in  the  proposed  irrigation  units  of  Phase  A 
of  the  Litani  is  below  that  of  the  land  in  Kasmieh  Project.^  This 
undoubtedly  will  have  a  dampening  effect  on  the  price  increases  for 
land.    But  as  a  safeguard  against  rising  land  prices  during  the 
period  of  construction  beyond  that  which  may  be  considered  Justified 

^Ibid..  p.  21. 

^Menassah,  ibid. .  p.  21.  estiauited  the  net  value  of  crops 
per  hectare  in  the  Kasmieh  Project  at  LL3,330  per  year,  which  ex- 
ceeds the  net  returns  per  hectare  on  the  Bekaa  and  Saida-Beirut  units. 


by  Mpttcted  yields,  it  oay  be  necMsery  for  the  Govenuaent  to  draft 
eerteia  lews  designed  to  fVfveDt  lead  speculation  in  the  Liteni  Basin, 
frobltw  of  shifts  in  land  utilieatton  in  tt^e  Be^yut.SmiiU  irrigation 

.  ,,r.  The  eenstruction  of  the  Beirut-Saida  Irrigation  tJnlt  requires 
eouslderation  of  a  special  short-run  problea.    Irrigation  plana  for 
this  unit,  as  recni— eniUd  by  tlM  fO^  «epo}rt.  call  for  the  raaeval 
of  olive  trees  from  the  2,000  hectares  which  are  lncltida<1  in  this 
unit  and  the  planting  of  these  in  eitcua.    Ihia  shift  of  what  awnmts 
to  aboat  12  per  cent  of  the  total  heetaraee  devoted  to  olives^  trill 
be  swde  during  the  last  two  construction  years  of  the  Lltani  Project. 
^  fOA  Report  failed  to  coaalder  the  ioMdiate  difficulties  arising 
froB  land  cmiversioa.    In  the  first  place,  the  FOA  Resort  assumes 
that  this  shift  in  production  can  be  accooaplished  without  resistance 
on  the  pert  of  fanMrs.^    This  assunption  seesis  unreelistic  in  view 
of  the  preponderance  of  snail  land  holders  in  the  area  of  the  Saida- 
Beirut  Qnit.^    The  traditional  feelings  aamig  these  snail 
holders  is  not  to  relinquish  a  custonary  and  fairly  satisfactory  typo 
of  production  for  another  which  is  new  and  the  adaptability  of  which 
is  uneertein.    The  seriouoaoaa  of  this  problesi  can  be  made  crystal 

^Total  land  planted  in  olives  was  MtitBatei  at  17,000  hcc* 
tares  in  1954.    Alfred  Chaaioun,  "The  Miniatry  of  Agriculture,** 
S£H^«?_«Llhf_  ?<>!f»^I^  (RfjAh  Hinadeh,  cd.)  (Beirut t  . 

1Mb,  Oar-Al-Founoua  froaa),  p.  196.  Arabic. 

The  FOA  Report  indicated  that  olive  grove  owners,  "stated 
that  if  the  proposed  irrig«tior  unit  were  constructed  they  would 
remove  their  olive  trees  and  plant  citrus  instead."    fOA  Resor^. 

^l,     I,    p.     ^52..  .   V..-  , 

,  _  Since  there  are  "only  ?8  operators  of  the  total  7,U5  • 
£that/  farm  more  than  ten  hectares  ...  it  spears  that  any  land 
tenure  problems  on  tbf?  t»nit  (feirvt-Snf (fa)  t  in  be  in  connection 
with  the  exlatence  of  too  many  small  units  rather  than  with  those 
that  are  overly  larfre."    fOA  Repoyt,  Vcl.  I,  p.  r-52. 


clear  when  consideration  is  given  to  the  inqtortance  of  olive  crops 
to  the  oonsunption  and  general  •eononic  pattenM  of  these  faxaers* 
ttuiy  satist  on  a  evrrent  erop  hasis.    (nives  form  a  hasic  41et  aa4  ,  ,  , 
the  portion  of  the  crop  not  eaten  is  mariceted  and  therefore  in* 
direetly  provides  other  neeeasitiea.    furthmtmt;  the  great  majority 
of  land  belters  arc  probably  unable  finaneially  to  withstand  the 
lees  of  Incone  during  the  shift, ^    to  say  nothing  of  the  additional 
expwasa  necessary  for  upreoting  olives  «nd  setting  evt  new  citrus 
orchards.    This  will  undoubtedly  stiffen  the  resistance  to  the  an* 
ticipated  change. 

i    In  the  second  place,  the  FSA  Report  fails  to  provide  interim 
measures  for  the  maintenance  of  fanners  effected  by  the  process  of 
changeover  from  olive  to  citrus  production.    The  meet  efficacioue 
measure  would  be  the  prevision  of  liberal  long  tecw  leena  to  en* 
able  faraMra  to  undertake  the  tash  of  satting  out  and  earln;  for  the 
new  citrus  orchards.    This  oMMSure  should  be  supplemented,  hjowcver, 
by  pltuis  to  vlAjat  tlte  land  affected  by  this  eban<»eov«r  in  vegetables, 
for  M^leh  there  is  a  rea<ty  market  in  T^ebeson.    Such  a  supplemental 
measure  might  possibly  offset  the  taraporary  loss  in  income  resulting 
from  toe  destruction  of  olive  traen.    Another  possible  measure  to 
allay  the  problea  of  transition  would  be  to  ^ive  the  nearby  favmera 
employment  in  construction  on  a  preferantlal  basis  when  they  are 
unenq»loyed  on  the  farm. 

finally*  the  TOK  Reaori;^  fails  to  consider  the  lees  of  foreign 
exehenge  earnings  because  of  loss  of  olives  during  the  period  of 

^According  to  the  WOk  Report,  the  leas  of  olive  production 

in  the  Beii:u4.-5iiid£.  Unit  is  usilo^nted  at  U.2  Trillion  per  year. 
FOA  Report.  Vol.  I,  p.  ¥-55. 


100 

eonit ruction.    The  Msumptlon  her*  !•  that  th«  lost  of  ollvo  produc- 
tion will  probably  ba  fait  In  axporta,  alnea  It  la  not  axpactad  that 
Wbanaaa  conauaara  vlll  raduea  thalr  conauaptlon  of  ollvaa  and  ollva 
oil.    Am  can  ba  aaan  In  Tabla  26,  howavar,  tha  proeaada  froa  axporta 
of  ollva  oil  ara  not  vary  algnlfleant  In  taraui  of  total  foralgn  ax- 
ehanga  aamlnga.    Furtharmora,  tha  voliuna  of  ollva  oil  aiqiorta  and 
thalr  valua  ara  arratle  dapandlng  on  iforld  prlcaa  and  tha  outcoM  of 
eropa.^   Ravarthalaaa,  aa  tha  danand  for  foralgn  axchanga  Intaaalfla^ 
aa  a  raault  of  tha  launching  of  tha  davalopiaant  pro j acta,  no  affort 
ahould  ba  aparad  to  augaent  rathar  than  to  raduca  foralgn  axchanga 
aamlnga. 

TABU  26 

VKlCm  AKD  VALOB  Of  OLIVl  OIL  EXPORTS  PIOM  LEBANeN,  1952-1956 
(tfalght  In  thouaanda  of  oatrle  tona;  valua  In  thousanda  of  LL) 


YMr  Weight  Valua 

1W2  0.6  9^3 

IW3  1.2  2.542 

W54  O.S  1,146 

^'^  1»"0 
 l.y  2.148 

»o«rcas    Bullatln  Statlatlaua  Trlaaatrtel.  m,  iv.  V.  ?i, 
ni  (QuatrlaM  Trlaaatra.  1952,  1953.  1954,  1955,  1956),  4-11.  Beirut. 

Inataad  of  taking  2,000  hectares  out  of  olive  production  under 
the  proposed  gravity  Irrigation  plan.  It  night  be  preferable  to 

*It  can  be  aeen  that  the  eatlaatad  value  of  olives  (LL2  allllon) 
produced  on  the  2,000  hectares  slated  to  be  taken  out  of  production 
exceed  the  annual  average  value  of  olive  oil  exports  0X1.7  ■llllon) 
for  the  years,  1952-56. 


101 

Irrigate  by  pinning  at  higher  elevation  west  of  the  now  conteB^lated 
area.^    This  would  preserve  the  2,000  hectares  of  olives  and  thus  , 
possibly  avoid  sooe  of  the  difficulties  discussed  earlier.  However, 
this  plan  presents  several  probleros:  the  cost  of  Irrigation  by 
pusiping  is  higher  than  by  gravity  flow  as  now  ctmtenplated  and  this 
would,  therefore,  involve  additional  project  oosts^-foreign  and  do* 
nestic.    The  land  which  lies  at  higher  elevation  probably  would  need 
to  be  terraced,  and,  therefore,  irrigation  at  higher  elevation  aey 
or  aay  not  be  economically  feasible.    Only  investigation  of  this  al» 
temative  proposal  can  detexalae  its  feasibility.    The  proposal  is 
wttttliy  of  serieus  eonsideratien  and  investlgatlmi  by  the  Govennsent. 
Si^ificance  of  electricity 

The  total  production  of  eleetricity  in  Lebanon  for  the  year 
1956  was  250  million  kwhs.      It  is  estiaated  that  upon  the  coiqpletion 
of  Phase  A  of  the  Litani  project  another  425  million  ktAku  of  gen- 
erating eapaeity  will  be  added, ^  increasing  the  potential  annual 
supply  of  electricity  by  170  per  cent.    An  increase  of  this  tMgni- 
tude  raises  the  question:  does  a  deaand  for  this  supply  exist  or  is 
it  likely  to  result  in  excess  capacity?   Two  potential  snxkets  now 
exist,  one  for  consumption  and  the  other  for  use  in  production. 

B«tw«MUi  1940  aad  1950  electrical  energy  consumption  in  Lebanon 
Increased  et  an  amnial  rate  of  IS  per  eent.^  Between  1950  and  1955 

^8ee  Figure  3,  p.  99,  for  the  location  of  the  Belrut-Saida 

Irrigatira  Unit. 

.     '       ^Bulletin  Statistiaue  Trimestrie^.  XX  (TroisieM  Trimestre, 
1958),  56. 

^Lahhoud,  os.  cit..  p.  U7. 

^yOA  Report.  Aasendix  to  Sect ten  fl.  fbwer.  p.  n-A-22. 
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tbt  »aQtt«l  r«t«  of  lcLcre««e  w«»  13.6  per  centj^  howver,  th«  lncr«««« 
iQ  eon«ui^>ttoR  could  h«vc  been  aweh  higher  h«d  the  pever  eupply  heen 
available  to  meet  the  demand.    Thla  fact  la  evidenced  by  the  re» 
atrietlve  uae  of  electricity,  frequent  power  interrupt lone »  and  the 
extenalve  uae  of  kerosene  for  cooking  and  lighting. 

.   Available  atstlatics  of  the  consunptlon  of  electricity  in  . 
houeeholds  indicate  that  the  degree  of  utiliration  of  appliances 
in  the  city  of  Beirut  In  1951  wae  aa  follows:  <in  percent  of  house* 
holds)  llQhting,  75;  radios,  30;  refrigerators,  10;  irons,  10; 
mshing  nachines,  10;  electric  ranges,  I;  electric  water  heaters,  3} 
space  heaters,  1;  hot  plates,  3.^   Iven  if  aUcwnmee  is  amde  for 
the  increased  electrical  production  aliwe  1951,  there  seems  to  be 
roan  for  a  substantial  increase  in  the  degree  of  utillEatlon  of  snail 
electrical  appllancea. 

When  cheap  electricity  is  provided,  it  is  expected  that  nany 
users  of  kerosene  will  shift  to  electrielty.    In  addltlmi,  there 
will  probably  be  other  substentlal  Increases  in  the  doMstie  use  of 
electricity.    Market  studies  for  electricity  laade  by  the  Point  Four 
Hlasion  Indicate  that  the  potential  dewsnd  for  electrielty  will  reach 
1,055  ■llllon  kwhs  by  1975.^    '*There  are  indications  that  incooMS 
are  anfficleat  to  svyport  a  subatantial  Increase  la  the  ownership  and 
use  of  electrical  appllmces  In  hoetes  and  eoaswrelal  establlshnents.**^ 

^Bulletin  Statlstleue  Trliaestrlel.  VII  (Pr<»iler  TriaMstre, 
1956),  39. 

^gOA  Report,  Appeiidlx  to  Sectloft  y|.  Fewer,  p.  VI»A*22« 
Beeert.  Vol.  I.,  p.  nZI*!. 

^.S.  Department  of  the  Interior,  Bureau  of  Reclamation,  X.ttanl 
River  Frolectt  liebanjim.  Bectmnalfifance  Bepori^  (Beirut:  June,  1951), 
p.  40. 
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Aeeordlng  to  eh*  fOA  Rsport,  the  avarag*  prlca  of  alaetrlclty 

tus  yaaidUmtial  aud  cotsoeccial  uaea  la  1954  aiaountod  to  19  plaatara 
ft  kwh.    It:  ia  aatiiratdd  that  the  avarags  p?ica  for  all  alaetrlclty 
proiiuead  by  the  Litaal  Pxejact  will  be  5  plasters  per  kwh.^  This 
rapraac&ta  a  raduetlon  of  74  per  cent  la  the  price  of  electricity** 
a  spectacular  rcductioa  iadeed  that  tfaould  benefit  Industry.  This 
provision  of  {sover  for  icdus trial  uee  is  perhaps  the  v>ost  Inrportant 
acoiuntic  aspect  of  the  Lltanl  Project.    As  the  sitpply  of  electricity 
Uicoiaca  plentiful  and  cheap,  "it  is  aeeuncd  tttet  industries  producing 
thftir  mnx  aaerg>'  at  present  woitld  vant  to  shift  to  «  central  source. 

'■  thare  are  ti»  reasons        it  seana  logical  to  asswMe  that  in- 
dustrial and  conmercial  users  vill  no  longer  find  it  daairabla  to 
rasort  to  iaatalling  their  own  generating  aquipmmt  «iv«n  though  little 
ta  knoim  of  the  actual  costs  of  such  li»taIlatlon.    First,  it  will 
ba  possibla  to  reduce  the  aaount  of  coital  needed  to  atart  a  busi* 
naas  if  it  is  not  necessary  to  provide  one's  awn  electric  power.  Aa 
already  established  industries  switch  to  po»«r  produced  by  the  Litani 
project,  it  aay  be  possible  for  these  firas  to  dispose  of  thair  gana* 
rating  aquipaunt  and  use  the  proceeds  in  the  expansion  or  isodamiaa* 
tioa  of  thair  businesses.    Second,  the  operating  costs  of  aoiall,  in- 
dividual units  are  probably  higher  than  the  costs  of  power  from  the 
Litaal  project  if  the  initial  costs  of  the  generating  equipment  is 
included. 

W  Resort.  ?ol.  I,  p.  VI.17,  45. 

2mR(y»ort,  Tol.  I,  p.  VI-21.    In  1955  Industries  supplied 
well  over  half  of  thair  consunytion  of  electricity.    Republic  of 
Ubanon,  X95S  Industrial  CansuK  (Beirut:  1957),  p.  67. 
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Tlw  r«dhietlon  in  power  eotti  «•  a  rMult  of  th«  Litaai  Project 
will  ae  doubt  ploy  on  iaportoat  rolo  in  oaabliag  alroody  o«tablioh«4 
induotrioo  to  conpoto  aoro  tuecottfolly  vlth  foroign  prodacors.  It 
is  also  likaly  that  tha  availability  of  ehaiqp  powar  will  facilitata 
tba  aattias  up  of        iaduatriaa  auch  aa  tha  production  of  fortilisara 
and  othar  chaaieala.    IqK>t8  of  fortilisara  to  Labaaon  for  tha  yaara 
1951-1956  avaragad  36,000  tona.^   With  tha  availability  of  chaap 
alactricity  it  ia  poaaibla  to  produca  aaaaniua  aitrata  fartiliaar  by 
nitrogaa  fixation,  or  to  produce  iaportant  chamicala  auch  aa  aodioa 
hydroxide  froa  electroloaia  of  aalt  water.^   Poaaibilitiaa  axiat  alao 
for  the  aanufacture  of  phoaphate  fertiliser  fron  Jordanian  Phosphate 
rock,  using  electric  fumacea.    Thia  Jordanian  product  ia  being  ex- 
ploited at  preaent  by  a  joint  Arab  Coapany  in  which  Ubanon  has  in- 
tereata* 

In  addition  to  the  direct  benefits  to  be  derived  froa  elec- 
trical power  in  the  fora  of  increaaed  conauaption  of  electricity  by 
households  and  the  lower  coata  of  power  for  industry,  there  are 
other  benef ita  to  be  obtained.    These  would  include  the  higher  levela 
of  incoae  and  the  ahift  of  woricera  froa  agricultural  oeciqMitiOBa 
to  induatry  as  industrialisation  proceeds.    It  would  alao  facilitate 
the  developaeat  of  wet  or  auppUea  for  villagea  and  rural  areaa. 
Theae  galas  eaaaot  be  atated  ia  teras  of  amey,  but  ia  teras  of  health 
and  aocUl  iaprovaaeat  they  are  substaatUl. 

Riasa  A  of  the  project  is  est  lasted  to  produce  aa  amuial  net 

•  ,    ,  nations.  Yearbook  of  International  Trade  Statistics. 

fol.  I,  1956  (New  York:  1957),  p.  359.       '^"'"^  t    t  ^    r  t 

2sodlua  hydroxide  is  an  alkali  uaed  in  induatry  such  aa  soap 

making. 
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twmaxtm  of  LL11.4  ■llllon  froa  th*         of  •Icctridty.^    In  addition 
It  will  provldtt  «B  MtiMtod  not  r«vMin«  of  Ui.€  ■llllon  ftMi  th«  mIo 
of  wntor  for  Irrlgntlon.     Th«  totnl  not  roturn  to  tho  Ckuronuunt, 
thoroforo,  la  U.12  allllon.    Slnea  tha  projact  will  coat  an  aatlaatad 
LL146  nllllon,  tha  rata  of  not  ratvm  to  tha  GovanoMnt  vlll  ba  t 
par  cant. 

Whlla  thia  ratum  mmj  appaar  low,  tha  ptojact  caaaot  ba 
Jvdgad  en  thla  baala  alMia.    In  addition  to  tha  baaafita  to  atrlenl- 
tnra  and  Indastry  ara  tha  Indlract  taint  Indleatad  abova.  Plaally, 
tha  daalrablllty  of  Fhaaa  A  It,  to  taaa  axtant»  dtpandant  on  tha  ad- 
vantagat  to  ba  darlvad  froa  tha  eoaplatloa  of  Fhaaa  B. 

Tha  annual  banaflta  fron  tha  total  plan  of  davalopiant  ara 
aatlaatad  at  about  LU2  ■llllon  Ineraaaa  In  groaa  cr^  valua  and  a 
aat  avaraga  ratum  of  LU8.S  allllon  froa  powar  ravmua.^    It  will 
Ineraaaa  tha  araa  undar  Irrigation  by  21,300  hactaraa— an  ineraaaa 
of  about  40  par  cant  ovar  tha  avallabla  irrlgatad  land  in  19S4.  It 
will  alao  ineraaaa  powar  tupply  by  626  allllon  kirti— an  ineraaaa  of 
250  par  cant  ovar  tha  1956  a«9ply.    It  can  ba  atatad  that  tha  Utanl 
Prejact  la  Itt  aatiraty  la  tha  cmly  alngla  davalopwmt  projact  that 
would  aatarlally  rallava  tha  pratant  population  praatura  in  Lebanon. 

Peaturaa  and  significance  of  Bxtraordlnary  and  Continuing  prejaeta 

Aa  Indleatad  above,  the  lapaet  of  Fhaaa  A  of  the  Lltanl  project 

^Lahheud,  op.  elt..  p.  117. 

^Ibld..  p.  117. 

.8.  rereign  Operationt  Mitt ion  to  Lebanon,  Litanl  Rivey  > 
Batin  Dcvalopaent .  (Beirut:  1934,  aiaeogr^hed). 


on  th«  L«b«nesa  •conomy  cannot  b«  ccmsid«rcd  Indepondontly  of  tlui 
oth«r  sov«nBMit**fOMortt4  d«v«lepMnt  projects.    Thoso  projects 
fall  Into  tve  eatogerlM!  oxtraerdinary  project*  and  continuing  pre* 
Jects.    A  list  of  extraordinary  projects  Is  presented  la  Table  31, 
Chapter  VI.    Included  are:  thermal  power  and  rural  electrifications} 
roads  and  portst  broadcaatlng;  and  village  wa{;er  supply.  Continuing 
projects  Include  roada,  achools,  hoapitals,  and  public  buildings. 
This  second  group  of  projects  will  be  considered  further  in  Chapter  VI. 

Ixtraordinary  projects  are  those  requiring  large  initial  capi* 
tal  (Hit lay  at  any  one  tia«  and  are  oriented  entirely  toward  long-rui 
capital  developaent.    They  can  be  referred  to  as  special  projects  in 
the  sense  that  they  are  not  likely  to  recur  as  often  as  continuing 
projects,        the  other  hand,  continuing  projects,  although  they  in* 
dude  soM  projects  (roads)  which  are  sinilar  in  purpose  to  extra- 
ordinary projects,  include  for  the  nost  part  projects  of  a  distinctly 
social  nature  which  differ  from  extraordinary  projecta  in  that  they 
sre  expected  to  yield  no  direct  revenue;  furthemore,  the  need  for 
the  services  they  render  is  perpetually  recurring. 

A  brief  cenaideration  of  the  relationship  of  the  extraordinary 
and  continuing  projects  listed  above  to  the  objectives  of  the  total 
developnMnt  progras  in  Lebanon  will  sake  clear  their  social  and 
econoalc  significance.    Briefly,  the  objectivea  of  the  total  develop* 
■ent  program  are  to  provide  "social  overhead  capital"  and  conae- 
^ueatly  to  raiae  the  ateadard  of  living  of  the  people. 

The  proposed  thenMl  power  plant  will  have  an  installed  ca- 
pacity of  20,000  kw  and  will  produce  about  80  Rilllion  kwh  annually.^ 

^Banque  Libaaaise  pour  la  Cooaerce,  Sconoaic  Bulletin.  Ho. 
33  (Beirut:  January-February ,1957),  p.  3. 
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Tbc  clMtrlcity  output  of  this  thorMl  plant  roprosoats  an  lacroMo  of 
32  por  coat  ovor  th«  1956  oloctriclty  mttput  la  Lob anon.    If  wa  coa- 
aldar  tha  Joint  eontrlbutloa  of  both  tha  hydro  (Pliaaa  A  of  tha  Lltanl) 
and  tharaal  powar»  wa  find  that  total  aupply  of  alactrlcity  will,  la* 
craaaa  by  ovar  200  par  caat  of  Ita  1956  laval,^    The  tharmal  potrar  will 
ba  coordlaatad  with  tha  hydro-power  from  the  Lltanl  In  order  to  naka 
full  utilisation  of  such  hydro  facllltlaa.    In  view  of  the  unavail- 
ability of  power  at  the  construction  sites  of  Phase  A  of  the  Lltanl, 
tha  completion  of  this  facility  bacones  particularly  Important  to  tha 
eeastructlon  of  niasa  A  of  tha  Lltanl. 

Provision  of  electricity  to  over  five  thousand  villages  In 
Lebanon  through  tha  rural  electrification  project  would  be  a  laarked 
stlaulant  to  handicrafts  at  which  Labanaaa  excel  and  would  raise  tha 
living  standards  of  the  rural  people. 

laqtrovaoMnts  of  both  ground  and  air  tranaport  systaas  and 
facilities  are  particularly  Important  In  view  of  tha  positloa  that 
Lebanon  occupies  as  a  tourist,  trade,  and  transit  canter  for  tha 
Middle  £aat.    Air  transport  Is  oae  of  the  more  effective  means  of  la- 
craaalng  the  economic  advantage  of  a  natl<m.    A  facility  of  tha  kind 
proposed  for  the  lateraatloaal  Airport  of  Beirut  (addltloaal  run- 
ways aad  equipment)  Is  required  to  handle  adequately  the  growth  of 
air  transport  and  to  meet  the  operational  demands  of  Jet  aircraft. 
Transportation  aystema  play  an  Important  role  in  the  development  of 
any  country.    The  economic  life  of  a  couatry  dapaads  upoa  tha  movemeats 

^The  output  of  electricity  amounted  to  250  million  kidis  la 
1956,  whereaa  tha  Joint  output  of  electricity  from  hydro  and  thermal 
power  plants  considered  in  this  study  Is  expected  to  be  around  500 
million  kwhs.    Supra,  p.  loi. 
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of  goods  and  pooplo.    Hi*  dcvelopnont  of  ro«d  transport  In  Lebanon  la 
f«rticul«rly  Inportant  bocauae  of  tha  conplata  abaenca  of  aavlgabla 
atraaM  and  tha  inadequacy  of  tha  rati  systeai.    Lebanon  ia  a  aoun* 
talnous  country  unfit  for  rail  transport  aacept  along  the  coaat.  It 
is  iayerative  that  a  good  roed  systea  be  built.    Although  the  roada 
of  Lebanon  coopare  favorably  with  thoae  of  other  countries  in  the  Middle 
leat,  they  are  still  woefully  inadequate.    Though  the  country  is 
snail,  there  are  aany  portions  which  are  for  all  practical  purpoaes 
in  iaolation.    These  isolated  parts  need  to  be  brought  into  closer 
contact  with  the  rest  of  the  country;  and  with  their  own  consequent 
developsHtnt  they  would  enlerge  the  naricet  for  the  industries  which  now 
have  excess  capacity. 

Aaide  fron  the  proviaien  of  a  good  ra^io  aetweck  heerd  in 
Lebanon  and  abroad,  a  powerful  radio  station  aeea»  eaaentlal  in  view 
of  the  necessity  of  Baintaining  and  strengthening  the  cultural  and 
econoiiic  interests  of  emigrant  Lebanese  in  their  native  land.  It 
is  ifliportant  that  these  eaigrants  continue  to  contrlbut*  substantial 
anounts  of  money  and  capital  goods  to  bolster  investment  and  income 
in  LebMion.    In  view  of  the  needs  of  Lebanon  to  obtain  funds  to 
finance  the  develc^aent  program  and  the  anticipated  induatrial  ex* 
pension,  this  source  of  capital  needa  not  only  to  be  maintained  but 
to  be  expanded. 

From  e  hmanitarian  and  public  health  point  of  view  elone, 
the  village  water  supply  projects  ere  urgently  needed.    Ihey  will  ' 
improve  the  living  end  heelth  standarda  of  the  people  in  the  rural 
areas  of  Lebanon  by  providing  an  adequate  potable  weter  supply  to 
ereaa  which  now  obtain  water  from  inadequate  end  often  contaminated 
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sources  usually  several  kiloMtsrs  txom  the  vlllsgs.    Furthsnaors,  elia 
iaprovsBMuit  in  hsaltb  and  productivity  of  tha  vlllagars  will  ba  ap* 
pradably  Ineraasad.    Lass  haiaparad  by  dlsaasa,  tbay  will  ba  abla  to  ax- 
faad  aora  anargy  on  production,  ttms  loyrovlng  tba  aconosilc  conditions 
of  tba  country.    Tbasa  watar  supply  projacts  will  ba  aceosipllsbad  by 
constructing  a  nind>ar  of  watar  systaas  for  Individual  vlllagas  or 
groups  of  vlllagas.    Tbls  Invastaant  In  tba  fenaatlon  of  husMa  capital 
■ay  pay  rich  aconoslc  and  social  dlvldanda. 

Larga  scala  laprovaaants  In  haaltb  and  aducatloaal  facllltlaa 
axpand  productlva  ci^aclty  by  iacraaslng  afflclancy  and  strangth  of 
tba  werkar.    This  laprovaaant  as  truly  raprasants  an  Incraasa  In  tba 
rasourcas  at  tba  disposal  of  tha  aconooy  as  do  Invastaants  In  tha 
physical  capacity  of  productltm.    Tba  Incraasa  In  skills,  coablnad 
with  Invastaant  In  blgbways,  powar  plants.  Irrigation,  coonunlca- 
tlons,  ate,  provldas  tba  nacassary  aconoale  dlaata  naadad  to  sat 
tha  paca  for  aora  vigorous  prlvata  Invastaant. 

Thara  la  no  ^stlon  of  the  daslrablllty  of  tha  total  davalop- 
aant  prograa  which  baa  baan  proposed  for  L^anon.    Thara  aay  ba  9mm 
question  as  to  feasibility  and  parhl^>s  the  desirability  of  trying 
to  proceed  with  all  phases  of  the  prograa  slaultaaeously.  Tbls 
feasibility  can  only  ba  ascertained  by  coaparlng  the  aaterlal  re- 
qvlraaents  of  the  total  developaant  prograa  with  reference  to 
I.eban(»*s  ability  to  supply  these  or  with  reference  to  Lebanon's 
ciqiaclty  to  obtain  tha  necessary  aaterlals  froa  foreign  aourcea. 
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FHYSICAL  UqUIBElCNTS  AMD  AVAILABILITY  or  MAII&UL8 

Th«  prlncljpAl  f««tur«s  and  th«  •conoalc  algnificanc*  of  Phas* 
A  of  Ch«  Lltanl  Projoet  w«r«  oxplalnod  In  tha  pracadlng  chaptar.  In 

« 

ehat  chajptar,  rafaranca  also  was  nada  to  Cha  signlfleanca  of  axtra* 
ordinary  and  continuing  projacts.    It  is  nacassary  nov  to  considar 
tha  availability  of  manpowar  and  matarials  for  iaplaaanting  tha 
projacts. 

Local  Construction  Practicas 

GoMtmetien  dasigns  appropriata  to  Labanon  hava  baan  davalopad. 
Thasa  provida  for  tha  axtansiva  usa  of  masonry,  labor,  and  concrata. 
Tha  axtansiva  usa  of  hand  labor  and  local  construction  matarials  is 
vividly  daaoastratad  in  Piguras  4,  5,  6,  and  7.^    Thasa  figures  por* 
tray  irrigation  vorks  racantly  craplatad  in  Labanon. 

Xhara  is  an  abundanca  of  ralatlvaly  chasf  labor,  and  tharafora 
dasigns  vara  adoptad  to  utilisa  tha  maximum  of  hand  labor  and  tha 
minimum  of  importad  matarials  and  aquipmant.    Hlth  faw  axcaptions 
(for  axanpla,  two  small  divarsion  dams  in  tha  Bakaa  Irrigation  Unit 
which  will  raquira  aarthmoving  and  compacting  aquipmant)  no  nachanisad 
work  will  ba  nacassary  on  tha  irrigation  systams.    Considarabla  amounts 
of  stona  masonry  hava  baan  plannad.    Labanasa  stona  masons  axcal 

^Thasa  figuras  wara  mada  available  to  tha  writar  through  tha 
courtesy  of  United  States  (derations  Mission  in  Labanon. 
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in  thla  typ«  of  work.    Furtharaorc,  th«  cost  of  the  oMsonry  is  much  cheaper 
then  reinforced  concrete.^    The  Irrigation  syateaa  and  nearly  all  the  alner 
atrueturea.  Including  dry  tunnela  and  power  canala  of  the  Lltanl  Project,^ 
can  he  eonatrueted  with  only  a  Moderate  eaoimt  of  Mchanlaatlon  and  by 
local  eotttraetora. 

As  is  the  usual  practice  In  Lebanon,  all  principal  and  aecondary 
Irrlgatlona  canala  will  be  lined  vlth  plain  concrete.-'    IWo  li^rtant  fac- 
tors aake  auch  lining  necessary.    The  first  is  the  fact  that  canala  upon 
eoopletion  will  becone  quite  widely  uaed  by  villagera  and  their  aniaala 
going  to  and  fro«  the  fielda.    Although  husans  and  animala  alike  ahould 
be  prohibited  from  entering  the  canals  except  at  certain  predetcmined 
placea,  the  canal  atructurea  nuat  withatand  unauthorised  croaaing.  The 
second  factor  which  neceaaitatea  the  concrete  lining  of  the  canala  la 
the  fractured  rock  and  pemeable  aoila  which,  but  for  the  lining,  would 
reault  in  exeeaaive  loaaea  of  water  and  high  ■alntenance  coata. 

Ihyaical  Requireaento 

Peweatic 

Aaaeasnent  of  the  requirenents  for  projects  other  than  the 
Liteni  were  made  by  Labaaeae  engineera.    The  coat  eatimatea  uaed  in 
thla  study  ware  taken  from  official  Lebaneae  documents.  Unfortunately, 
these  estimates  were  in  money  costs  only  and  the  actual  conatruction 
iteme  on  which  they  were  baaed  are  not  available.    However,  eatimatea 
are  available  of  itema  to  be  provided  from  domeatic  aourcea  which  are 

^FOA  Resort.  Vol.  II,  p«  XVZXI-17. 

^Ibid..  Vol.  X,  p.  VIII-9. 

3 

^See  Figures  8  and  9  for  view  of  a  typical  irrigation  canal 
and  a  lateral. 


112 


Pig.  4.-  Initial  canal  axfiavation  Fig.  S.-  Mtthod  of  conyaccing 

•iMving  rough  canal  aactiona.  aarth  foundation  for  concrete 

lining. 


Fig.  6.-  Hand-placad  atona  riprap  to  Fig.  7.-  Lining  canal  with  con* 
bring  foundation  to  correct  grade.  crate.    All  work  by  hand  labor 

except  for  mechanical  concrete 

nixera. 
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r«^ir«d  for  conatructlea  of  Fhuo  A  of  tho  Utanl  projoct.    (8oc  Tablo 
27.)   Slnco  MtlMtoB  of  Bonoy  eooto  oro  avallablo  for  tho  othor  pro- 
Joet«»      woll  *•  for  Phooo  A,^  tt  Is  posalblo  to  oatlMto  tho  total 
lMi,,rt  for  itOM  to  bo  oivplioi  by  doMstlc  aeurcoo  aineo  tha  roqulro- 
■onta  of  tho  various  projoeta  ara  auf fleiontly  aiaiilar  In  aaturo. 

Total  wmay  coat  of  Fhaaa  A  of  tho  Utanl  la  oatlMtad  at  1X146 
■lllioD,  of  which  LU8  aillion  ara  to  bo  oxpoadad  on  loc«l  aupfliaa 
and  LL88  aillion  on  foroign  auppliaa.    Tho  ostiMtod  coata  of  othor 
axtraordiaary  and  eontimilng  projocta  ia  LL24«  million,  LL129  aillion  to 
bo  axpondod  on  local  aappliaa  and  LL119  aillion  on  foreign  auppliaa.  On 
tha  baaia  of  thoaa  coat  aatiaataa,  li.187  aillion  will  ba  axpondad  locally 
for  all  projaeta  and  LL208  aillion  oxtomallyt  tha  total  davaloraont 
pregraa,  tharafora,  will  place  dcaands  on  local  raaourcaa  approxiMitoly 
throo  tiaoa  aa  graat  aa  tha  Utani  Projact  alona. 

Deriving  tho  nood  for  local  itaM,  othor  than  unakillad  labor, 
by  tha  aothod  outlined  above,  it  ia  eatiaated  that  the  following  aaounts 
will  be  required  for  the  total  develoiMMnt  prograa. 


ai^pliad  by  doaeatic  aoureea  are  produced  largely  by  unakillad  labor. 
Thia  ia  true  of  excavation,  earthfill,  rockfill,  hand-placed  atonea, 
rockfina,  gravel  blanket,  and  triaaing  earth  foundation  for  canal 
lining. 


Concrete  aggregates 

Ceaent 

Masonry 

Maaonry  paving 

Precaat  concrete  pipe 

Floor  alaga 

Aaphalt 


1,339,841  cubic  aetera 
300,000  aetrie  tona 
240,000  cubic  aetera 

18,600  aquare  aetera 

21,000  aeters 


19,200  square  aetera 
2,400  aetric  t<Mia 


Uference  to  Table  27  will  reveal  that  aany  of  the  iteaM  to  be 


Infra.  Table  33,  p.  112. 
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TABUJ  27 

PEIHCIPAL  CLASSES  0?  HATSRIALS  OS.  HORK  REqUIREO  FOR  LOCAL  CONSXWCTlOii 
IN  PHASE  A  OF  TUB  LITAMI  RIVER  PROJECT* 

(In  cubic  Mit«rs  unless  specif led) 


Itsa 

Aaaount 

Ixcavstioa 

2,441,358 

• 

z. 

802,060 

3» 

648,700 

4. 

Bsad-pl«e«d  stones 

2,240 

5. 

Sockflae 

359,800 

6. 

Grsvel  blsakst 

48,000 

7. 

TrliHlng  sarth  foundation  for  canal  lining 

1,032,200  Square  Meters 

8. 

Concrete  aggregates 

379,947 

9. 

CeaMnt 

100,000  Metric  Tons 

10. 

Masonry 

80,000 

11. 

Masonry  paving 

6,200  Square  Meters 

12. 

Precast  concrete  pipes 

7,000  Meters 

13. 

Floor  slags 

6,400  Square  Metera 

U. 

Asphalt 

600  Metric  Tons 

Source:  FOA  Report.  Vols.  II  and  III,  Tables  XIX-4,5,7;  XXVI-l; 
XXXVII •5,8, 16,22;  Repibllc  of  Lebanon,  Ministry  of  public  Works,  Belrutt  and 
Office  Rational  du  Lltani,  Beirut. 

^It  should  be  noted  that  the  above  estiouites  on  the  Lit«ii  Project 
include  the  requireoMnts  for  about  160  houses  for  engineers,  technicians, 
inspectors,  and  workers,  and  for  about  30  kllcmeters  of  access  roads.  Al* 
though  the  Point  Four  Mission  Report  included  cost  estimates  for  housing  and 
access  rondo,  no  quantity  requlrcsMats  were  listed  for  these.    The  estlMted 
quaAtlntos  required  per  dwelling  and  per  kilometer  of  road  of  the  type  con- 
structed in  Lebanon  were  obtained  from  the  Ministry  of  Public  Works  in 
Lebanon.^    Since  the  Point  Four  Report  recommends  that  "...the  design  and 
construction  of  all  housing  and  access  roads  should  be  delegated  to  Lebanese 
engineers  and  contractors  who  are  familiar  with  local  construction  codes, 
methods  and  materials, the  estimates  of  quantities  required  for  housing  and 
access  roads  may  be  considered  reliable.    The  quantities  required  for  the 
drainage  system  on  both  of  the  irrigation  units  are  not  Included  in  Table  27. 
Preparations  of  the  coa^lete  plans  for  the  drainage  system  is  not  presented 
in  the  FOA  Report.    On  both  of  the  irrigation  units,  however,  no  unusual 
problems  of  drainage  are  anticipated.^    Some  drains  will  be  necessary  to 
carry  away  excess  surface  water  in  the  Bekaa  Gravity  Unit:,  but  the  extent  and 
location  of  these  have  not  yet  been  determined.    Mo  deep  sub-surface  drains 
will  be  required.^   On  the  Beirut  Salda  Unit  soec  drainage  treatment  may  be 
necessary  in  a  few  localized  areas.    But  at  most  a  few  shallow  drains  should 
suffice  for  any  of  the  places  that  may  need  treatment.    These  shallow  drains 
will  consist  of  a  few  hand-dug  ditches.^ 


Gutter  from  Hani  Shamsedln,  Engineer,  Ministry  of  Public  Works, 
Beirut.  Lebanon,  dated  June  10,  1957. 

*FaA  Report.  Vol.  II,  p.  XVI-12.  4lbld. .  p.  XVII -28. 

^Ibld.,  p.  XXXIV-8. 


rh«  survsy  of  r«sourc«s  of  Lebanon  und«rtak«i  In  Chapter  II  r«- 
vaalcd  th*  d«p«nd«ac«  of  Lobanon  on  forolgn  aoureos  for  Mmy  of  tho 
MCorlals  noodod  for  dovolopnont.    It  is  nocoosary  to  lo^ort  all  wood 
and  Mtal  prodtieta  aa  wall  aa  all  iiaavy  conatruction  a^tulpnant  such 
aa  bttlldosara,  trucka,  aarthnovlng  aqulpmant,  cruahlng  aqulpawnt,  and 
all  alaetrlqil  and  hydraulic  aguiyaot.^   So«m  natarlala  naadad  for  tha 
pvojacts  no  doolbt  can  ba  fabrleatad  or  assadblad  in  Labanmi»  but  tha 
raw  oatarlals  for  thaaa  or  tha  siMnl-flaishad  products  sRiat  bo  inportad. 

.,    ;  -  ■  Availability  of  Physical  Re^iremants  ,  ■••i';';-  \ , 

PQwg't^c  : 

The  POA  ftaport  axpreasas  no  doubt  at  all  that  tha  local  con-  «... 

struction  aatariala  for  the  first  phase  of  tha  Litaal  Project  are  readily 

available  in  Labancm.    For  example,  cMieamlng  tha  availability  of  labor 

the  FOA  Report  states  that  >  >  :  > 

tn  addition  to  a  plentiful  aupply  of  co— on  labor,  there  is  an 
'     adequate  supply  of  skilled  labor  such  as  drivers,  nechaaias, 

stone  aasons,  carpantera,  iron  workera,  plasterera,  and  painters.^ 

niia  general  optisiiaa  would  be  warranted  only  if  the  Litani 

ffojact  wara  tha  sola  aajor  coaBitnant  of  the  aconoay.    Tha  axtra- 

avdtaary  and  coaitittnlng  projects,  however,  have  been  inatigated  and 

have  created  new  demands  for  local  resources  since  the  completion  of 

the  PQ&  Report.    It  Is  quite  obvious  that  thaaa  new  demands  must  alao 

be  met.    A  failure  to  take  account  of  reaeurea  availability  could  lead 

to  inflation  and  evwatually  to  a  forced  curtailment  of  development  projects 

^FOA  Report.  Vol.  I.  p.  VIII-IO. 
^ISOfflfiEi..  oP»  cit..  p.  Vlll-f. 
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iMOfar  M  th«  other  pntjMts  •hM.n  with  PhM«  A  «f  th«  Litaai 
«  iim4  for  eo—cn  labor  thoro  soom  to  bo  bo  probl«i.  Tho  labor  foreo 
could  bo  aupploMntod  In  of £-a««son  by  fam  workoro  aa  voll  aa  by  tho 
raloatloian  rofugooa.^  It  la  truo  alao  that  alnco  concroto  aggrofatoa 
aro  obtalnablo  noar  all  conatructlon  aitoa,  thia  Itom  eonatltutoa  no 
obatacla.  f^rthoraoro»  atonoa  which  aro  available  In  larga  <piaatitioa 
can  bo  obtalnod  by  quarry  oporationa  froai  liaoatono  fonaatlon. 

On  tho  othor  haad»  tho  cotaont  aufiply  and  tho  aklllod  labor 
aupply  proaont  aorloua  problasa  of  procnroHont.    Total  conont  roqulro- 
MBta  will  ba  at  loaat  300,000  tona,  including  100,000  tona  for  Phaao 
A  of  tho  Lltani  Fro J act.    If  thia  donand  woro  spread  equally  over  tho 
aeven  year  eonatructim  period,  it  would  be  aa  amiual  iaeroaae  of  about 
43,000  tone.    But  the  doMuid  ia  not  apread  equally  over  the  construe* 
tion  prograa,  being  concentrated  heavieat  in  the  aecond,  third,  and 
fourth  yeara.    Those  are  likely  to  be  the  yoara  in  which  the  deaumd  for 
caaMnt  ia  largeat  and  the  doaand  aay  exceed  the  ei^acity  of  the  in* 
duatry  to  otqiply  the  roquiroaenta  of  the  devolopaent  projects. 

Recent  e>9erleacea  of  the  recmiatructien  prograa  in  earth* 
quako'daiMged  arena  joatify  concluaiona  with  reapect  to  the  inadequacy 
of  the  ceaent  supply.    When  the  Hetional  Reconat ruction  Office  began 
operation,  ceaent  ahortagea  developed  and  it  was  neceaaary  to  iaport 
caaent  froa  Syria  and  Ruaania.    la^orta  during  the  first  year  of  the 
reconstruction  prograa  aaouatod  to  55,000  tona.^   Although  production 

^See  Tablea  2  and  3,  pp.  13,  15. 

'^Ropublic  of  Lebanon,  National  Reeonatruetion  Office,  First 
Annual  Bfforr  (Beirut:  August,  1957),  p.  90  Arabic. 
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capacity  was  Incraased  100,000  tons  during  19S7,    this  is  not  sufficisnt 
to  M«t  total  dsaMftds.    li  yrivata  dt— «<■  «nd  tka  daawad  for  sarth^uado 
raeoastruetion  eoBtimias  at  ttcisting  Icvsts*  only  45,000  t«BS  of 
ca}iacity  is  available  to  supply  the  needs  of  the  developaieat  program 
vkiich.  averages  43,000  tons  annually  with  larger  deaeads  during  the 
first  four  construction  years.    Mot  only  will  the  demand  exceed  the 
dooestic  supply,  but  it  will  also  turn  a  noroal  export  industry  into 
an  in|»ort  induatry  with  conseipient  shifts  in  suqpply  of  and  dcaand  for 
foreign  exchange. 

'     '   The  positive  statcnent  of  the  POA  Report  about  the  availability 
of  skilled  labor  should  be  qualified  even  if  only  Phase  A  were  under 
cons ideret ion.    Aside  from  the  problem  of  scarcitiea  of  certain  types 
of  skilled  labor, 3  the  reeeat  recoaatruetioa  prograe  revealed  that  at 
least  seae  labor,  particularly  aaeoae.  Is  iaaobile.^   Mot  all  nasons, 
therefore,  can  be  considered  as  readily  available  for  work.    This  it  ' 
a  very  iaportant  problea  to  be  dealt  with,  particularly  when  con- 
siderable sasonry  has  been  planned  for  the  various  projects. 

Ko  electric  power  for  construction  is  available  at  any  of  the 
construction  sites  of  Phase  A  of  the  Litani.    Because  power  oust  be 
supplied  froB  the  Beirut  systea,  the  construction  of  the  transoission 
lines  of  niose  A  prior  tc  the  coaAe&cesieat  of  work  on  any  of  the  units 

^0«8.  Departaent  of  CosaMree,  Economic  DevelooiBent  in  Lebanon. 
1957  (Washington:  1958),  p.  J, 

^The  average  value  of  cement  exports  (1952-1956}  aaounted  to 
tU.97  fflillion.    See  Table  18,  p.  €6. 

^A.B.  Mills,  '*£co&oric  Change  in  Lebanon,"  Middle  East  Econoaic 
Fapers.  1956  (Beirut:  Aaericac  University  of  Beirut,  1956),  p.  88. 

Sutional  Reconstruct  ion  Office,  oo.  eit..  p.  73. 
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of  th«  Utani  Project  Is  n«c«os«ry.    In  vl«w  of  th«  liui4oqu«cy  of  th« 
supply  of  oloctriclty  in  th«  Boirut  systoa,  construction  of  tho  tborMl 
powor  plant,  v^lch  will  be  located  in  the  Bolrut  system  and  is  a  part 
of  the  other  planned  projects,  should  be  speeded  up.    Portable  generators 
are  en  alternative  to  the  themal  plant;  however,  they  are  teaparary 
and  less  econoDlcal  than  therael  power. 

_        .  .  ■  .        ..  ■    :  ^   4.;-..  •■ 

The  preeureaent  of  foreign  e^ipsMmt  is  essentially  a  problea 
of  securing  foreign  exchange.    Ihe  poasible  sources  fron  which  the 
necessery  foreign  exchenge  aay  be  obtained  will  be  disattssed  in 
Chapter  U. 


CHArCIR  vx 


mUMCIAL  REQUIREHEMTS  OF  THE  DSVELOFNEMT  PftOGBAN 

Xa  this  chaptar,  an  •stlmt*  of  th«  total  flnaacUl  r«fulr«- 
m&at$  of  th«  Uban«s«  d«v«lopMnt  program  l»  praaantadi    tha  foraign 
•ad  ihnwtriT  raquirMMuta  of  tha  Lltani,  tha  othar  extraordinary  pro  J  acta, 
and  othar  public  worka.    Thaaa  will  ha  aaalyiad  In  ordar  to  astlMta  tha 
total  and  annual  dawmda  which  will  ba  plaead  on  tha  aconomy. 

Tha  Litani  Projact 

IstiMtaa  of  financUl  ra^uiraMnta,  both  dovaatic  and  foraign, 
of  fhaaa  A  of  tha  Utani  Projaet  ara  givan  in  Tabla  28.    Thaaa  astiaataa 
vara  baaad  on  tha  1953  priea  lavala  in  Ubanon,  tha  Unitad  8tatas»  and 
aoM  Europaan  eountriaa.    Thay  includa  allowancaa  for  contingaacias, 
studias,  auparviaion,  and  actaiiniatrativa  axpaasaa  totalling  33  par  cant 
of  aatiMtad  conatruetion  coat,^   Xt  aay  ba  wall  to  fuaation  thaaa  aati- 
Mtaa  bafora  aeeapting  thaa. 

Wholasala  prica  indaxea  for  tha  Unitad  Stataa,  Vaat  GarMiny.  tha 
Unitad  Kiagdoa,  and  Franca  ara  ahowa  in  Tabla  29.    Thaaa  eountriaa  ara 
praauMd  to  ba  tha  aoat  likaly  aonreaa  of  capital  aquipMnt.    Sinca  tha 
a^uipnant  to  ba  purchased  for  tha  Litani  projact  ia  mostly  in  tha  natura 
of  finiahad  goods  tha  coi^nant  of  tha  wholaaala  prica  iadax  which  aoat 
accurately  reflecta  changes  in  cost  for  thaaa  projacta  la  tha  index  for 

^FOA  Report.  Vols.  XI  and  XIX,  BstiMte  Shaata. 
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•mu  28 

OQMESnC  AMD  POBEIGM  FlIIAliCUL  REQUIREMENTS,  BY  PROJECT  mTUIB, 
rOR  PHASE  A  OP  Tffi  UTAMI  RIVER  PROJECT 


(la  Ii«l>«B««c  pound*)* 


Frojact  pMtur* 

Deaoatic 
Punda 

Foraiga 
Punda 

Total 
Fuada 

Ksroun  Dm  «nd  Rcs«rvolr 

11,314,000 

10,586.000 

21,900,000 

Bitrl  Toimcl  and  Surg*  Tank 

21,830,000 

36,240,750 

53,070,750 

Biari  Powac  Plant  and  Pan* 
atock 

2,686,000 

12,786,150 

15,472,150 

Joun  Dlvaralon  Daa,  Tannal, 

and  Sui^e  T&ak 

6,486,000 

7,131,150 

13.617,150 

Joun  Povar  Plant  and  PMstock 

1,526,600 

7,267,065 

3,793,665 

tebatatloas 

2,U6,000 

10,370,000 

12,496,000 

Traaaadaalon  Llnaa 

1.  100  Kilometers  69-kv. 

2.  40  Kllometars  33-kv. 

1,176,000 

2,744,000 

3,920,000 

Bakaa  Gravity  Irrigation  Unit 

4,980,000 

520,000 

5,500,000 

Bairut-Salda  Irrigation  Unit 

S.880,000 

620,0C>0 

6,500,000 

TOTAL 

58,004,600 

88,265,115 

146,269,715 

*Bxehanga  rata  ia  )LL3.25  ■  1$U.S. 


gOA  Ra»ort.  Vol.  I,  pp.  IX.3-4;  Vola.  II  and  III,  Eatl- 
Mta  Tablaa,  XIX-4,5,7i  mi>li  xmiI-5,8,16,22;  and  Ropubliqua 
Llbaaaiaa,  Office  National  da  Litani,  Pravisiona  d'Advancaaant  daa 
Travaux.  Charte  Oraani^ua  (Beirut:  195S57 
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TABLE  29 

LEVEL  OF  TOTAL  AMD  8BLBCTE0  CCMPOHEMTS 
OP  THE  INDEX  OF  WHOLESALE  PRICES  III  SELECTED  COUVT&IES,  1937 

(1953  =  100) 


Country 

NatnrUla 

Finishad 
Gooda 

Canaral 

Cona true t ion 
Matariala 

LateoM 

11* 

1     ,  .,          ■'  . 

9.  8.  A. 

It  - 

m 

r. '  i .! 

•"■  1  • 

W«at  Gcnuay 

103 

106 

■  f 

■  ,  ' J  "ii.  'i'; 

mmm 

Britain 

••'-vi  - .  i  ■  ,i 

lU 

.  m 

(V,              /  .  " 

Franc* 

106 

MS 

mmm 

Sourc*: 

Unitad  nation*.  Monthly  Bullatln  of  Statlatlca 
(IMT  Torkt    April,  195«),  pp.  127»  129,  132-133. 

£laiaha4  fMda  pricaa.    Thaaa  incraaaad  froa  6  par  eaat  in  Waat  Gataany 
and  Praaea  to  12  par  cant  la  Graat  Britain.    If  va  Aaauna  an  avaragc  ' 
incraaaa  of  about  8  par  cant,  thia  would  maan  that  an  additional  LL7 
million  (about  $2.2  aillion)  in  hard  currancy  ia  raquirad  to  financa 
Phaaa  A  of  tha  Litani  Projact. 

tfholaaala  pricaa  in  Lebanon  hava  incraaaad  only  alightly  ainca 
1933.  Slnca  aoatly  eoaatructioa  aatarlala  vill  ba  raqulrad  to  ba  fur* 
niahad  by  local  aoureaa,  an  indax  of  tha  price  of  construction  natariala 
ia  aore  significant  than  tha  general  index.  Thaaa  aatariala  increased 
in  price  froai  1933  to  1957  by  16  par  cent,  requiring  an  additional  LL9 
Billion  to  financa  domestic  requirements.  The  increaaa  in  total  coat  aa 
a  raault  af  price  rlaaa  la  therefore  U*16  adllioa  or  about  10  par  cmt 
above  the  original  eatlmat*. 
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Th«  original  •stlMCts  for  Phaso  A  of  th«  Utaal  projocc  la- 
eludod  a  33  par  canc  allowaaca  for  contingendas,  studla*  and  supar* 
vision.    It  would  appaar,  tharafora,  that  tha  original  astinataa  ara 
•till  raalistic  in  tpita  of  the  prica  incraasat.    In  tha  opinion  of 
tha  Labanata  anginaars,  tha  33  par  cant  contingancy  allowanca  la  too 
high  and  that  accordingly  **.  .  .  tha  estimatas  of  U.  8.  tachnician*  took 
into  account  tha  sott  unfavorabla  condition*.**^   If  va  cenaidar  as  valid 
tha  opinions  of  the  Lebanese  engineers  vho  are  faaiiliar  with  the  local 
construction  practices  in  Labanottc  than  tha  original  astiauite  of  LL146 
million  Is  eoasarvativa.  ■ 

^  '  Annual  doaastic  and  foreign  financial  requiresMints  for  Fhase  A 

of  the  Litani  project  ara  presented  in  Table  30.    The  average  dosMStie 
financial  requireaents  per  construction  year  is  about  LL9.6  nillion, 
although  tha  ra^uivasMnts  for  the  third  year  are  substantially  in  excess 
•f  this  aaeunt.    The  average  foreign  financial  requiresMnts  ara  the 
e4|uivalent  of  about  LL14.7  Billion  or  about  $A.S  aillion  per  construe* 
tiaa  jfaar*   Tha  foraigB  f laaaclal  rafuirammts  ara  also  aoaaantratad  la 
tha  third  caastruetioa  year. 

Other  Extraordinary  Projects 
The  total  cost  of  the  other  extraordinary  projects  is  estiaated 
at  LL168  million*  or  an  average  annual  outlay  of  U.24  million.  These 

^Edward  Nanassah,  Latest  Plans  for  Utilisation  and  Developaent 

of  the  Uteni  j^asin  (ieirut:    1^55),  p.  17.  Mimeographed, 

2 

In  the  calculations  of  foreign  financial  requirements  the  eon* 
version  rate  of  LL3.2S  equals  $1  U.S.  was  used.    This  rate  is  well  above 
that  which  is  prevailing  in  the  market,    present  rate  (1957)  is  LL3.18 
equals  $1  U.S. 
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DOHESTXC  AMD  FOSEIGR  FIKANCIAL  REQUIREMENTS,  BY  COMSTRUCTXOII 
YEAR,  FOR  FHASE  A  OF  LltAHt  RIVER  FROJECT 

(In  I.«bMiea«  pounds)* 


Construction  Year 

DoMitic  Fund* 

Foreign  Funds 

,  ;  .  1  . 

9,247,299 

14,406,554 

10,423,199      ,     ;  -  . 

14,530,554 

14,321,199 

17,177,054 

9,459,616 

16,466,366 

■'■  V  : 

9,459,616  ! 

16,466,366 

5,093,666 

9,218,216  ; 

58,004,595 

88,265,110 

*IxchnB(ic  rats  is  U3. 25  s  1$II.S, 


Sourest  Basad  on  Tabla  28,  p.  121;  and  Republique  Ubanaisa, 
Office  National  du  Litanl,  Freyision*  d'Advancement  das  TrsvauK. 
Charte  OrBanl<^ae  (Beirut:  1955). 

•stiaaees  also  ineluds  llhral  allowaneas  (18  par  c«nt  of  coastruction 
cost)  for  contittgancias  and  hence  aiay  be  considered  eonservative* ^ 
These  estinates  were  aadc  in  1956  and  1957  vlth  the  exception  of 
Project  A  (Village  Water  Supply,  Table  31),  the  estlicates  for  which 
were  MSde  in  1953.    Since  prices  of  construction  materials  increased 
only  elightly  frow  1956  to  1957  (less  than  4/10  of  I  per  cent)  the 

^Republic  of  Lebanon,  Official  Gazette.  Do.  37  (Beirut: 
September  12,  1956),  p.  818.  Arabic. 
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th«  concluaion  that  allovoncM  far  c«tttiaj|ttiicl««  «r«  aapl««  Is,  th«r«« 
f«re,  valid. ^    Por  Project  A,  liowtvar,  the  cost  of  local  conetruetion 
material*  increased  by  16  per  cent  between  1953  and  1957.    This  would 
Man  that  an  additional  U.1.8  ailllon  in  local  funds  will  be  needed  to 
ccnpensate  for  the  Increase  in  prices.^    It  should  also  be  noted  that 
%he  requiresMnts  in  the  second,  third  and  fourth  construction  years 

are  substantially  in  excess  of  tlloae  for  the  other  years.       >  . 

*■  '• 

The  Covernsient  has  already  allocated  funds  Co  cover  the  costa 
of  those  projects.    Thasa  funds  are  askinated  to  b«  aufficieat  t«  .'^ 
cover  both  donestlc  and  foreign  financial  requiresenta,  although  no 
data  ere  available  as  to  saounts  of  each.    Estisaatas  of  the  proportion 
of  desiastic  and  foreign  funds  needed  are  included  in  Tables  31  and  32. 

Zt  wist  be  pointed  out,  however,  that  appropriations  for  iteaa 

A,  D,  and  F  (Table  31)  include  funds  to  be  contriWted  by  Uctited  States 

3  ■ 

aeonomic  assistance,  according  to  agraenanta. 


See  Table  41,  p.  159. 

'Since  the  United  States  roreign  Operations  Mission  to  Lebanon 
has  contributed  the  foreign  currency  requireaents  of  Project  A  (one-third 
of  total  construction  cost)  which  is  included  in  Table  31,  there  remeina 
LLll.3  aillion  in  local  construction  cost.    With  a  price  increase  of  16 
per  cent  in  local  construction  naterials  between  1953  and  1957,  thia 
■aans  that  an  additional  LLl.8  aillioa  would  be  required  for  Project  A. 

hj,  S.  contributiona  will  avouat  to  |1.4  villion;  $3.2  millioni 
and  $1.4  allliou  lor  Village  Water  Supply,  Beirut -Daaascus  Koad,  and 
International  Airport,  respectively.    (Total  contributions  for  these 
projects,  via.,  $6  Million  is  equivalent  to  U.19.2  aillion).  U.  S. 
Operations  Mission  to  Lebanon,  1955  Progresa  R<i|>ort  (Beirut:  Catholic 
Pres»,  1956),  p.  tt9j  Pro&ress"  Report  (Beirut:    Catholic  Press, 

1958),  p.  29;  and  Middle  Beat  Economic  Digest  (London),  Septmber  27, 
1957,  p.  9.  "~~ 


Continuing  Public  Works 

In  addition  to  tho  Ut«nl  projact,  and  tha  othar  axtraordlnary 
labile  works,  Lebanon  has  eartaln  othar  construction  projacts  undar 
way  vhlch  oust  ba  conaldarad  in  conaactlon  vlth  tha  inpact  of  tha  da* 
valopaant  prograa  on  tha  aconoay.    Thasa  projacts  Includa  road  construc- 
tion, schools,  hospitals,  public  buildings,  and  tha  Intamatlonal  Airport 
of  Balrut.    For  tha  yaars  1943-1955,  yarllnat  approprUted  UL141.6 
■llllon  for  thasa  projacts.    Thasa  funds  wara  withdrawn  from  the  lasarva 
Fund  as  indicated  in  Table  48.^  - 

In  order  to  get  an  approxination  of  tha  magnitude  of  thasa  ax* 
pandltures  in  the  future,  an  effort  aust  now  be  aada  to  enumarata  tha 
projects  which  are  lUaly  to  ba  eoatinuad  and  those  that  are  net.  Of 
the  total  of  LL141.6  «illlon  should  ba  subtracted  tL48  «illion  for  tha 
Intamatlonal  Airport  which  was  a  special  project  now  conpleted.  Such 
expenditure  will  not  be  recurring.    It  is  net  expected,  however,  that 
the  deaand  for  schools,  hospltala,  roads,  nor  irrigation  will  slow  down 
as  a  result  of  the  expenditures  on  the  Lltanl  and  other  new  developaantal 
projects  such  as  water  aupply,  rural  aleetrlfication,  etc.    In  fact« 
these  expenditures  on  continuing  capital  li^rovesMats  aay  have  to  ba 
MfMitad  in  tha  future  im  yim  of  addltlaaal  responsibilities  that  are 
iMiag  shouldered  by  the  C»yarniant  alnca  independence.    For  exaaple,  there 
will  probably  be  aore  need  for  schools  to  cope  with  the  additional  require- 
sMnts  of  a  growing  pepulatlon.witnaas  the  Increase  la  govemaent  aehoola 
froB  248  in  1943  to  1,107  in  1956.^       It  is  reported  that  tha  Govemaent 

^Chap.  m,  p.  174. 

^A.  B.  Mills,  "Tha  Man  in  the  Middle,"  Middle  East  Forua.  xmi 
(Beirut:    Anerican  Onlvarsity  of  Beirut,  June, 1957),  13. 
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is  prspariag  IsglsUcion  for  ctmpaltoty  •ducatlon  which  will  re^uirs 
•till  mof  schools  and  aors  tsachsrs.    Thoro  will  «iso  b«  «  eontinued 
dcfluuid  for  hMtlth  projocct* 

If  cho  Abovo  conCMtion  is  correct,  th«r«  is  no  question  of  the 
protwbility  of  tho  contimuition  of  thoso  projocts.    With  thoso  considsre- 
tions  in  nind,  it  is  possible  now  to  estiawte  the  miniaeni  outley  necessery 
te  continue  these  projects.    On  the  basis  of  X943*i93b  dace  presented  in 
Chapter  VII,  Table  40,  p.  174,  we  auiy  project  cjqMnditjres  on  all  con*/ 
tlnuing  capital  in^rovaaants  at  the  annaal  rate  of  Ut7  Million.  If, 
however,  we  take  as  ou?  standard  the  period  since  1951,  the  date  of  coei« 
plecion  of  the  latemetional  Airport,  we  find  that  the  total  expendituree 
have  been  LL57.5  million  froa  19S2  to  1956  inclusive,  or  an  average  of 
roughly  LL1I.5  million  per  yeer.    It  is  believed  that  these  recent  ex* 
penditures  convey  a  more  accurate  estimete  of  expenditures  that  are  likely 
to  continue.  ^i,;^..^ 

In  addition  to  these  ptojeets,  the  Government  has  assumed  res*  : 
ponsibility  for  the  reconstruction  program  resulting  from  the  1956  earth* 
quake.    These  expenses  will  add  to  the  economic  end  financial  burden  of 
the  economy.  .  - 

Between  April  1956  and  March  1957  the  Rational  Reconstruction  ■ 
Office  spent  U.28  million;  tJUA  million  of  thie  came  from  Treasury  loans 
and  the  remainder  from  foreign  aid,  including  a  $2  million  grant  by  the 
Itoited  Statea.^   To  aeeos^liah  ita  rmaaining  task  by  the  end  of  I960  the 
lllO  estimates  its  financial  meeds  at  U.74  million  or  an  averege  of  LL25 

^Republic  of  Lebanon,  national  leeonstruetlon  Office,  First 
Annual  Report  (Beirutt    Auguet, 1957),  p.  164.  Arabic. 
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■llllon  «  y««r  (1958-1960).^   These  U.74  nlLllon  will  be  derived  in 
pert  item  eddltienel  texee  lapoeed  £«r  thla  purpose  (aoatly  adKltelone 
and  gesollae  texee)  when  the  RIO  vea  ecteblished  la  April  19S6  end  irom 
edditienel  Treaaiurr  laeae. 

1^  ;  ,  .  .  ;  M  •  further  treetsMnt  of  these  houelag  re^ireMmts  fells 

outside  the  scope  of  this  study,  they  nevertheless  fom  en  edditionel 
fleia  on  evaileble  resourees*    thm  sise  end  effects  of  these  cxpcndi-  ^ 
tures  ceanot  be  ignored  end  will  be  taken  into  eccount  when  we  consider 
the  developmental  effects  of  projects  in  e  leter  ehepter,. 

intaigfk  ixehenge  ftc^ireiMnte  of  Bxtraerdiaary   -     "'  '    '^y , 
■i-;'.,r.  end  Contimiing  Projecte 

■''if--'-  ■ 

^           Although  no  d«t«  ere  eveiUble  on  the  forei^  exehange  retire* 
MMts  of  projects  other  than  the  Uteai,  aa  esttaate  e«a  be  aade  of 
these  and  their  aegnitude  epproxioteted.    niis  estiauite  is  presented  in 
ttAle  33,  

Of  the  total  expenditure  for  the  village  water  supply  prograa 
under  itea  A  in  Table  31,  roughly  one*third  wes  contributed  in  foreign 
eurreaeies  by  Aoerican  econoaic  assistaace.    Por  the  secoad  vi liege  weter 
•uppity  progrea  under  itea  1  ia  Table  31,  the  ssae  ratio  of  foreiga  cur- 
rency re^uireaents  for  the  project  caa  be  used,  aaaely,rou«hly  oae-third* 
Oa  the  baeis  of  Poiat  Pour  cost  estiastes  for  power  plints  and  traasaissioa 
liaes  in  the  Litaai  project,  it  is  possible  to  estiaate  foreiga  fuads  re- 
tired by  rural  eleetrifieatioa  aad  theraal  power  projects  at  roughly 
three-fourths  aad  four-fifths  respectively. 

Hbid..  p.  145. 

*See  Table  30,  p.  124.  ^ 


131 

SlM*  tb«  tf  jlaf  frogr«i  for  th«  4«v«l0|««ttl;  •£  th«  fxt 
of  TrliMll  eollo  olaply  for  tho  wtdoalng  of  tho  ehmmol,  which  cob  bo 
done  with  looood  foroign  oqulpaMnit  oporotod  by  IiObanooo  labor,  noc 
■oro  eluui  half  tho  outlay*  nood  be  la  tho  fom  of  foroign  curroacioo. 
Although  tho  buildiago  (studios  and  an  auditorium)  for  tho  broadcasting 
station  will  bo  " labor ^hoavy,**  all  tho  otjuiyont  will  Uavo  to  bo  iayrtod. 
At  ioiat  two-thirda  of  tho  total  ooat  Mist  bo  pt»vtdo4  U  HfitM  funds. 
Por  going  projects  consisting  oAinly  of  schools,  roads,  irrigation, 
p^lie  buildings*  ate.,  roughly  throo-fiftha  of  tho  total  outlay  can  ba 
ocmtrlbatod  in  local  eurrmctos,  thus  leaving  tvo-fifths  to  be  provided 
for  by  foreign  funds;  tho  nature  of  those  projects  requires  extensive 
iHMoary,  ccnent,  and  labor  vhich  are  noraally  locally  supplied* 

On  the  basis  of  the  above  estl»atas,  the  additional  foreign 
exchange  requiroRonts  for  extraordinary  and  continuing  projects  ataount 
to  XXIOO.6  villion.    To  this  monu^  SMSt  bo  added  the  foroign  currency 
requircnents  of  the  Litani  Project  referred  to  above  and  the  contribu* 
tiona  of  the  tfaited  States  for  villi^a  water  "ui^^y*  Bairut  fiasMMMua  load, 
ta&i  ttttamatlonal  Airport,    the  tMited  States  aid  for  those  latter  projocts 
Masunted  to  $6  million  or  the  equivalent  of  LL19.4  million.    The  total, 
<%irofpr»|^  io  jUU07.f  million  or  the  equivalent  of  about  $64  million. 

'  9mmuey  of  Total  yioancial  Eequirmeots 

A  suonary  of  financial  requirements  for  the  Lebanese  dcvelopoeat 
program  is  presented  in  Table  33.    It  will  be  noted  thet  the  total  cost 
is  estimated  at  U395  oillion.    Of  this  amount,  LI.187  million  will  be 
expended  locally  for  labor  and  domestically  produced  materials,  and 
iU07  million  will  be  needed  to  finance  foreign  exchange  requirements. 
The  largest  expenditures  for  domestic  purchases  will  occur  in  the  second 
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yMr  of  Kh»  di(V«lor«Mit  fxogvta,    Thtt  psak  foreign  azch«nga  re<|ulr«Mntt 
will  bo  rooohod  during  tho  third  ymt  of  the  progros  and  will  ho  opproxi* 
Mtoly  «•  largo  during  tha  fourch  yoar  of  tho  prograa.    An  analysia  of 
tho  aourcoa  of  dooeatic  funds  and  foreign  exchMgo  auat  eoaaidar  aot 
only  tha  total  requireaenca  but  al»o  the  tl«e  at  which  those  roqulro- 
aanta  will  ba  naadad. 


PART  III.    rmAMCIAL  SYSTEMS  AMD  FLAHS  fOR  FIMAIKIING 


"1 


CUAPTKR  ni 

,  MMBY.  PRICES,  AMD  GOVS&MMKin  PIMAMCES 

B«|«r«  dlMMSlaf  thm  fxoblmm  of  financing  the  d«v«lopa«nc 
frognni,  •  akatcli  of  tho  aonotavy  ayotom  and  a  brief  analyala  of  nonay 
at^ply  and  frlaa  lanrala  ovight  to  ba  undartakan.    Tha  nonatary  ayatan 
aaauMa  apaclal  li^ortanca  to  thla  atudy  bacauaa  of  Ita  yacullar  or* 
ganlsatlon  and  tachnl<|uaa.    Tha  ralatlonahly  of  thla  ayataa  to  tha 
varloua  aapecta  of  tha  dovelopoMnc  program  cannot  ba  fully  undaratood 
without  a  atudy  of  ita  avolution.    FurthanMra,  a  daacription  of  tha 
typaa  of  govamnant  budgata  in  Lebanon  and  an  analyala  of  tha  aiova- 
nanta  of  govamnant  ravanuaa  and  ai^andlturaa  In  raeant  yaara  ara 
naeaaaary  for  a  battar  foxnulation  of  tha  aathoda  of  local  financing 
of  aconomie  davalopnant. 

Tha  Monetary  and  Banking  Syatan 
Hiatory  of  the  Lebanaaa  nonatary  ayatapp^ 

The  preaent  nonatary  ayatan  of  Labaaen  vma  organised  in  1920 
by  the  French  High  Gonniaaioner  for  Lebanon.    A  new  nonetary  unit,  the 
Lebaneae  pound,  vaa  created  with  a  par  value  of  20  French  franca.  The 
right  of  note  iaaue,  with  the  notea  covered  in  the  nain  by  French  franc 
aaaeta,  waa  granted  the  newly  created  Eanfua  da  Syria  (French).  The 

^hia  hiatorical  aurvey  draws  heavily  on  Joseph  Najjar* a  esaay« 
**La  Froblene  Monetaira  au  Liban,**  )Les  Conferences  du  Cenacle.  IV 
(Beirut:  »tay,1950),  108-134. 
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B«Bfa«  dm  Syria  wui  later  romuMd  ian^t  d«  Syria  «t  du  Libaa,  rcfarra4 
to  haraafear  at  ttia  BSl. 

In  192A  a  oonetary  convention,  to  extend  for  a  pariod  of  15 
yMra,  vaa  signed  between  the  Gevemrsanc  of  Lebanon  and  the  BSL  under 
vhlch  the  par  value  of  the  Lebanese  pound  renalned  at  FF20  and  the 
provislone  for  Its  cover  renalned  BubstantlaLly  the  seme.  Furtheraiore, 
the  B3L  waa  given  the  uaual  central  banking,  functlouc  of  cuato^ian  of 
the  fundfl  of  all  the  public  bodies  and  of  fiaeal  a^e&t.    The  BSL  was  to 
continue  Its  coianerelel  banking^  operations.    At  its  expiration  in  1939^ 
the  1924  cooventioTt  was  replaead  try  a  new  agreeaent  concluded  for  2f 
years  to  expire  In  1964.    The  1939  convention  retained  most  cf  the  es* 
scntial  faaturaa  of  th«  pravioua  «||;ra4BM&fe. 

Proai  1920  osward*  the  tabaaase  pound  followed  the  floctuationc 
of  the  FrwBch  fraac.    At  the  outbreak  of  the  Second  Uorld  War  a  systea 
of  exchange  control  was  instituted  charging  the  BSL  vith  the  oparatloa 
of  a  newly  created  "Office  des  Changes."    The  Office  was  charged  with 
the  official  purchase  and  sale  of  foreign  currencies.    In  Novaaber,  1941 
Lebanon  was  occupied  by  the  Allies  and  the  Lebanese  pound  was  linked  to 
the  pound  Sterling.    The  new  parity  was  fixed  at  LL8.83/lb-  Sterling, 
Which  left  the  asiatiag  fraac  i|uotatioa  uachaagad  at  f?20/lLL*    la  1944 
a  acraetary  agvaaaaat  (Catron  Accord)  waa  signed  betvaan  the  Cevernaaat 
of  Lebanon  and  the  French  national  Liberation  Coanittee  whereby  the  lat* 
tar  pledged  to  revalue  the  franc  assets  of  the  aeta  cover  and  of  the 
txehange  Office  in  case  of  any  ntra  devaluation  of  the  French  franc  in 
relation  to  Sterling.    Fron  the  end  of  1941  to  1946  the  Lebanese  pound 
was  fraaly  convertible  into  Sfearling.    Thus  on  the  basis  of  its  link 
with  Sterlln.^»  the  Lebanese  pound  did  not  foUov  the  franc  devaluations 


of  1944  and  1945  and  tha  official  franc  potation  was  Ixusrcatad  to 
PP22.65/1U.  and  rF54.3S/lLL  as  a  raault  of  th«a«  ■neeaatiya  devalaatlona* 
In  Joly,  1947,  tha  official  par  value  of  Che  Lebanese  pound  waa  accepted 
by  tha  International  Monetary  Pond  at  U2.1914/l$8.t«   ,  ,  ,  .  ' 

On  January  10,  1946,  the  French  Governnent  notified  the  Govern- 
Mnt  of  Lebanon  that  it  would  be  unable  to  continue  the  sterling  guaran* 
to«  fov  tha  foreign  exchan'ie  aasets  (franca).    St  contended  that  th^    ;  > 
Catroux  Accord  meant  to  cover  only  one  devaluation  of  the  franc  and  did 
not  ext«id  to  auoceaalve  davaluatione.    Tha  French  Govemamit  offered  to 
negotiate  a  now  «OfMea«y  asroeeMnt.    The  Lobeneae  Govemaent  refused  t« 
recognise  the  French  point  of  viev.    A  period  of  tiro  years  of  dlaagreeawnt 
followed  during  vhieh  the  rraach«centrolled  Exchange  Offico  ceatlMied  Ce 
iMke  available  Halted  sterling  balaneae  at  the  guarantead  rata.  Piaally, 
in  194S(  Lebanon  signed  a  new  agraesiant  with  France  replacing  the  Catroux 
Accord.    Tha  194S  fraaco-tabanase  swnetary  agraoaaat  not  only  settled  [ 
questions  pertaining  to  the  Lebanese  franc  balances  but  also  dealt  with 

•ttch  issues  as  those  relating  to  capital  transfers,  French  Government 

i.r 

property  located  in  Lebanon,  and  French  concessionary  coapaaiee  operating 

in  Lebanon.  .  r-'- i4  ;.  ;■ .  .  <  r-.i^t^.t         ,  : 

194a  Franco-Lebanoae  taenetary  aareament*  r    i'-s '-  "  i  .  :i  r/.  ■ 

1^:^'    -      the  1948  Franco-L4bane«e  ?«onetary  Agreeoertt  vas  Influential  In 

datacmlnlttg  the  present  monetary  etrueture  of  Lebanon  and  has  considerable 
^^•(Ml'ritt^  on  tha  applications  and  ll«itatioaa  of  tionetary  policy;  its  nore 

important  provisions  are  s^nataerlaed  here*  . 

*^Sfipubllc  of  Lebanon,  Ministry  of  Finance,  Collection  of  Laira  s 
of  Lebatm,  Meoetary  Laws,  "Hjnecary  Ajraaraont  Satwoan  the  Govertnaent 
of  Lebanon  and  the  GovenxKnt    of  France"  (Beirut:    January  24,  194B)^ 
pp.  3d-63.  AiraMc. 
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I.    Tha  Leb«n«M  franc  asMti  (FF  13  blllloa)  w«r«  dlvldad  into 
cwo  accwmtas 

AecMnt  Ro.  1  v«s  th«  not*  iatua  e«var  and  earrlad  a  tan-yaar 
atarllag  axchanga  guarancaa.    Thia  account  waa  cradltad  vlth  Fr9  billion. 
Thaaa  franca  could  ba  uaad  (a)  to  eoapanaata  Franca  for  tha  valua  of 
Franch  Govamnanc  proparty  in  Labanon  aatinatad  at  LL20  ■illlon,  to  b« 
paid  in  5  annual  inatallaMtnta  of  LL4  Billion  atarting  Juna  30,  1949;  and 
(b)  to  previda  ttchanga  raaoureaa,  annual  ralaaaaa  not  to  axcaad  ona  tanth 
of  tha  original  asount  of  Account  Mo.  1  or  FF900  Million  par  yaar.  Tha 
balaaca  in  Account  Mo.  1  vaa  FF900  Billion  or  tha  a^uivalant  of  IJL5,% 
Billion  on  Jiina  25,  1959.^ 

Account  Ho.  2  waa  tha  balanea  of  tha  franc  aaaata,  vis.,  FF4 

Million  with  no  atarling  axchanga  guarantaa.    Half  of  thla  account  could 

ba  uaad  to  buy  cartain  Buropaan  curranciaa;  tha  othar  half  to  purchaaa 

Barchandiaa  froB  tha  Franch  Union.    It  ia  raportad  that  Account  Ho.  2 

2 

vaa  daplatad  bafora  tha  and  of  tha  firat  yaar  of  tha  agraaBont. 

2*    Tha  axiating  atatutaa  eoncaming  Franch  concaaaionary  coapaniaa 
opacating  In  Iiobanon  vara  adowwladgad  by  tha  CovaraBnt  of  Iiabaaoni  tha 
CeiyaWBant  of  iabanoa  could  not  introduea  unilataral  ehaagaa  eoneaming 
thaaa  concasaiona.    Changaa  could  ba  Bada  only  by  Butual  agraaaant  batwam 
tha  Govamaant  and  tha  coapaniaa  vithin  tha  fraaawork  of  axiating  lagia- 
lation.  ^ 

^Intamational  Monatary  Fund,  Xntematlonal  Financial  !la»a  Survay, 
m  (Auguat  7,  1959),  44. 

2Hajjar,  op.  cit..  p.  122. 
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3.  France  «««  to  pay  Um  GovanaMuit  of  Lebanon  Ui7  BiLlioa  for 
tha  daposltt  balonglng  to  eartaln  agaaelaa  (radio  atatloa,  talaphona 
and  talegraph)  purehaaad  by  Lebanon  f roa  France. 

The  194£  Franco -Lebancac  Monetary  Agreesent  had  aeveral  effecta 
iaportant  to  thia  atudy.    The  aore  aignlflcant  of  theae  were: 

I,    The  role  of  the  18L  vaa  reaffirawd  and  Ita  privilegea  con* 

tlnued. 

,  t*    It  aevered  the  pre^exlating  close  laonetary  relations  between 
ftaace  and  Lebanon  and  paved  the  way  for  a  reorganization  of  the  Lebeneae 
eurreney.    The  Monetary  Law  of  May  1949  defined  the  LabttMse  pound  In 
terns  of  gold  (ILL  la  e^ual  to  405.512  allllgraaa  of  pure  gold),  and 
laid  dovn  specific  rules  for  the  cover  of  the  note  circulation. 

,  3.    It  enabled  Lebanon  to  aecure  LL120  million^  in  the  fens  of 

gold  through  the  liquidation  of  the  sterling •guaranteed  francs  contained 

in  Account  Ho.  I.    This  has  largely  been  accomplished  since  the  signing 
2 

•f  the  agraenent. 

4.  It  resulted  In  the  Issuance  of  LL53  million  In  Government 
obllgatlona  to  relo^urse  the  BSL  for  losses  sustained  when  Lebanon  chose 
not  to  devalue  Its  currency  in  1949.    Devaluation  of  the  franc  and  sterling 
resulted  In  depredation  In  the  aterllng-^guaranteed  franc  aaseta  In  the 
cover.' 

Stojjar,  Ibid.,  p.  U2. 
^See  Table  23,  p.  75. 

Republic  of  Lebanon,  Farllamentary  Report.  1955  (Belrutt 
1955),  p.  389.  Arabic. 
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Th«  role  of  t\i9  SSL 

At  pr«««at.  Ubaaon  romalna  without  a  trua  cantral  bank;  yat  In 
the  ISL,  a  private  preach  inatitutton  establlahad  in  1924  with  bead- 
quartara  la  Paris,  thcra  axlsts  sona  fors.  9t  cantral  banking.  Becauaa 
of  the  privileges  It  was  granted  by  the  eoaventlon  of  1939,  the  BSL  Is 
in  a  position  to  have  considerable  Influence  on  the  monetary  systa«  of 
Lebanon.    According  to  the  1939  convention  which  expiree  in  1964,  the 
BSL  is  accorded  the  following  traditional  functions  of  a  central  beaks* 
(I)  the  sale  rluht  of  note  lesua;  (2)  the  sole  right  to  hold  deposits  of 
all  public  bodlaaj  (J)  the  extenaion  of  credit  and  F,«neral  banking  ser- 
vices to  the  State  and  Ita  agencies;  and  (4)  the  grenting  of  acco«oda- 
tiona  in  the  for»  of  redlscowita.    It  also  is  permitted  to  engage  in  all 
kinds  of  bankina  operations,  axeapt  that  of  making  real  aetata  and 
mortgage  loans. 

Tkese  privileges  ware  reaffiwaed  by  the  Fraaco-Ubanaee  monetary 
agreement  of  194«.    Conse^ently,  the  Cavanwant  will  be  unable  to  take 
ualUteral  action  with  respect  to  changea  in  the  BSL  status  until  the 
expiration  of  the  1939  convantian  in  1964. 

The  banking  actlvitlea  of  the  BSL  ere  conducted  through  the  Issue 
and  the  Banking  Departaents.    The  Government,  through  an  appointed  cenaor, 
Bupervises  the  application  of  the  provialona  regarding  the  note  ieaua. 
The  Banking  Department,  however,  ia  free  from  direct  Government  Inter- 

2 

ference. 


Slepubllc  of  Lebanon,  Ministry  of  Finance,  Collection  of  Lawa  of 
Lebanon.  Monetary  Laws.  "Convention  Between  the  Government  of  Ubanon  and 
the  Bank  of  Syria  and  Ubanon"  (Beirut:    May  29,  1939),  pp.  13-24. 
Arabic. 

*Ibid.,  Article  22,  p.  22. 
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The  l»iu<  Dgparttwnt.  ••Th«  1939  convtatloB  between  the  Govew 

■eat  anS  the  3SL  sp«clfle<I  that  th«  l«sue  !>«p«rtiMnt  is  "distlact  and 

ln4«p«Q<i«at  fr»M»  say  other  business  of  the  Baitit  and  l«  charged  with 

the  operatloa*  iwvolvin*,  tht  lusvsa  and  trlfchdraral  of  ni>ta$.    Ita  tc- 

ctKmt*  «r«  also  separate  ^rou  the  Sankias  Departmes.t/.'*^   The  separation 

of  Che  Ba»kln&  aac  Xsaue  Departtaenta,  however,  U  only  ooi&iual.  The 

Xsaue  Departaieat  in  practice  ia  affected  by  coaditioas  prevailing  in  the 

Banking  Departaaaat:       .  .a  aee<i  for  faadi  in  the  lankin^^  CeparuMcBt 

will  ia<^ce  a  iaovesent  of  eligible  a«£eta  to  the  Isaue  DeparUMnC  to 

brini,  about  an  iutreasc  in  ;;he  cash  position  of  the  Banking  DepartaMt.** 

the  Meaetary  i«aw  of  1949  regulates  the  issue  of  currency  and  the 

3 

eoMpoaltloa  of  the  Mte  cover.    The  sain  provisions  of  this  law  aret 

l«  The  notes  issued  shell  be  fully  covered  by  gold,  foreign 
exchange,  treasury  bills,  and  coaMrcial  bills. 

2*  The  proportion  of  gold  and  foreign  exchange  in  the  cover 
ahall  be  no  less  than  30  per  cent  of  the  total  coverage. 
At  least  30  per  cent  of  the  total  cover  shall  be  in  gold. 

3.  The  foreign  currencies  which  are  eligible  as  note  cover 
shall  be  deteruned  in  agreeaent  between  the  USh  and  the 
Gavamaeat. 

4.  CoHBereial  bills  aaturing  in  90  days  and  bearing  3  signa*  \> 
cures  shall  not  exceed  li  per  cent  of  the  note  cover. 

The  Goveroaent  haa  followed  a  subataaeUl  t«Id  cover  policy. 

As  a  result  of  this  policy,  (see  Table  34,  p.  142)  the  proportion  of 


Hbid. .  Article  4,  p.  14. 

^Albert  Badre,  "Ecoaostic  Policy  in  Leganon,'*  Las  Conferences 
du  Ceaacle.  X  (June  1956),  361.  Arebic. 

'Republic  of  Lebaaoa,  Ministry  of  Finance,  Collection  of  l.awa 
of  Ubanon.  Monetary  Uws.  "Mote  Issue  and  Cover"  Decree  Mo.  15105/K. 
(Beirut:    May  27,  1949),  pp.  112-116.  Arabic. 
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g«ld  ia  the  notp  cv/er  IncreA^od  from  2  ■^r  cent  »t  the  and  *f  1945  t»y-, 
fS  ip«r  eeatt  in  1955.    This  perc«nC4iga,  h(9vever»  tropped  to  37  per  e«st  «t 
th«  en<J  of  1957.    Th«  perowntJige  of  ?r«ach  francs  in  the  cover  was  reduced 
ttam  67  in  194S  to  6  p«r  cflnt  at  (JM  ea^  of  1951.    Tbmx*  b«v«  b««a  no 
forftlga  c';rr«u:les  in  the  note  cov«r  tlnce  1954.    Ilirthenwre,  no  commerciel 
bill*  li«ve  aver  been  tncl«<5!ed  iir  the  note  cover. 

Th«  acfuieition  of  gold  for  currency  cover  was  ecconpLlshed  by 
liquidating  French  franc  asset*  vhich  belonge*?.  to  the.  SSL  mad  by  purchase* 
of  gold  by  the  Govenrnneat  ott  the  open  market.    The  liquidation  of  French 

'.S  '  < 

ft»i?c»  rcduecd  that  a«flet  fron  U.120  million  In  1945  to  U.15  million  by  the 
•nd  of  1957,    (See  Table  ?3,  p.  75.)    The  purchase  of  gold  started  ia  1953 
vhm  tha  Exchaaga  Stabilisation  fur.d  required  dollars  axxd  bought  gold  for 
'aoca  eevar  nostly  fron  the  ITnited  States.  -v.  -..-rv'. 

The  Ranking  fepartmeat. — The  Baidcing  Department  of  the  BSt  engage* 
ia  coamercial  banking  tr«M«etioa»  involvias  the  private  and  the  public 
seetorf  of  the  ecoaoay.    With  r«*p«et  to  the  public  sector,  the  &SL  serve* 
a*  banker  and  fiscal  agent  for  the  central  government  and  is  the  depository 
for  all  sovemoeatal  agencies  and  ouaieipalities.    (See  Table  35,  p. 144.) 
As  fiscal  agent  for  the  central  sovemmenc,  the  BSL  ouUces  advances  to  the 
Govemaent  and  to  public  agencies.    The  aicounts  of  these  advances  are 
given  in  Table  36,  p.  145*    Public  loans  cnist  be  floated  througit  tha  BSI*. 
In  addition  to  these  functions,  the  BSL  is  custodian  of  the  Goveroaumt'* 
*ub8criptioa  to  iateraatioaal  ageaeies.    Furtbaraore,  the  director  of 
tka  laidk  i*  a  aaaibar  of  the  txehaag*  Itabilisation  Fund  whoae  operationa 
are  conducted  by  the  BSIi  on  behalf  of  and  for  the  account  of  the  Government. 

With  reapect  to  it*  oparatioa*  vith  the  private  eeetor,  the  BSL 
4aal*  vith  both  private  baak*  and  tha  public.    Ia  its  dealings  with  the 
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OTHSR  OFFICUL  ASENCIES  WITH  THE  BSt.»  1952-1956* 
(Millions  of  U.) 


Ind  of  TMr 

TroAsury 

Othor  Agondot 

TOt«l 

1952 

•  •  • 

*•* 

;            t  . 

1953 

•  •  • 

•  •  • 

108 

1954 

•  •  • 

•  •  • 

116 

1955 

81 

145.3 

1956 

70.8 

M.3 

134.1 

'Xacludos  afctncifts  with  autoooiaoua  budyete  like  tho  Tel«phon« 
AdBlnl»tr«tlon,  tho  Utanl  Office,  and  oth«r«.    Al»o  Includes 

Bonlci^iicie^. 

\     *i  ■  ,  „  ■  iU.- 

Source:    Republic  of  Lebanon,  Ministry  of  rineace  (Beirut), 
nnpublislied  Mterial,  1958.  , ; 

other  baalis,  tlie  USL  is  la  a  positioa  to  proviito  chm  with  addi clonal  ■ 
liquidity  ii  needed.    Sinoa  cii*  fiaukin^  ttepartoent  has  free  access  to 
tbe  Xaaue  Ba^uaeat,  it  la  poael'ole  te  iftove  eligible  assecs  Ixoot  the 

l^jllilllMr  to  the  latter  and  provide  the  uteana  of  increased  li<|uidit7,  net 
only  i'or  the  banking  departuent  but  also  foe  other  banks.  w  < 

k  CoMBorciai  banks  aay  borrow  fsoM  the  ML  on  open  aceount  or  by 

rediscountlng  trade  bllle.    Loans  obtained  on  open  aeeoint  wist  be  re- 
paid within  one  year,  but  there  is  e  provision  that  the  »Si.  cen  call 
the  loan  after  a  A^S-day  aotlce.^   Because  of  this,  ahould  coaaercial 


^cone^c  Research  Institute,  AoMrican  University  of  Beirut, 
Business  U^ilalaulon  in  Leoauoa  (Beirut:    1956),  p.  41.  MiMOgraphed. 


TABUS  36 


DIBICT  AMD  INDIRECT  IMOBBTEDRBSS  OF  UEBAMESE  GOVEBimm 
TO  THE  B8L,  END  OF  TEAl,  1952-1956 

(Milllont  of  U.) 


Mature  of  Debt  1952         1953         1954         1955  1956 


Advances*  27.7         25.5         28.3         29.8  42.6 

TroMury  bllU^  56.9         61.7         66.1         57.4  55.3 


Total  84.6         87.2  94.4         87.2  97.9 


*Tr«a«ury-guaraat««d  loaaa  to  w«ilelpalltiea  and  to  cartain 
Goveroaient  agendas  with  independent  budgets  (Telephone  Administra* 
tion,  for  exaaple)  and  to  semi "Government  agencies  like  the 
Agricultural,  Industrial,  and  Real  Eatate  Bank. 

^>Treasury  bills  refer  to  CovemMsnt  debt  which  arose  as  a 
consequence  of  the  devaluation  ofttie  French  franc  in  Septeari^er  of 
1949.    Theaa  Treasury  bills  are  legally  marketable  but  because  of 
lack  of  interest  in  their  purchases  they  were  never  sold  to  the  pub- 
lic.   As  a  result,  they  were  wholly  taken  up  by  the  BSL.    (See  page 
172    for  a  more  coa|»reheasive  explanation  of  the  nature  of  Treasury 
bills) 


Source:    Republic  of  Ubanon,  Ministry  of  Finance  (Beirut), 
unpublished  material,  1958. 
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b4U»ks  «lieo»«  to  i»occow  m  o|p«a  account  fron  th«  BSL,  th«y  would  h«v« 
to  lOBd  for  «  much         oxemdod  period.    Tr«do  bill*  with  90  day 
Mturlty  nay  be  rcdiseountad  providod  thoy  have  two  algaors  and  tha  ra» 
ditcounting  bank**  endoraaaent.    Hhila  diacount  rataa  ara  not  announcad, 
thay  hava  varied  between  a  high  af  6.13  in  1953  and  a  low  of  5.31  in  1957. 

Xn  addition  to  prc/iding  the  eooakarcial  \>mak»  with  a  aourca  of 
li<|uidity,  the  BSL  alao  acta  a*  a  check  clearing  agency  since  it  ■anagea 
tha  Beirut  Clearing  Office.    All  approved  banka  keep  some  deposita  with  the 
USh  for  alearing  purpoaea.   Thaae  depoaita  hava  no  reUtionahip  to  a  legal 
eaah  reaerve,  however,  since  no  such  reserve  is  rei|ttired» 

The  banking  depertaent  alao  servea  the  general  public.    Tha  Bank 
is  authorised  to  engage  in  all  banking  and  financial  operations  involving 
the  general  public,  except  thoae  transactions  relating  to  real  estate 
loaaa.    Prior  to  1950,  "about  half  of  the  total  private  desumd  depoalta 
of  tha  Lebanese  banking  ayataa  waa  with  tha  BSL  and  about  70  par  cent  of 
aggregate  advances  and  diacounts  were  tranaacted  through  the  BSL.'*^  In 
1955,  however,  "only  about  10-15  per  cent  of  total  private  depoalta  were 
with  BSL.**'   The  percentage  ahare  of  tha  BSL*s  non*public  discounts  and 
advances  haa  alao  declined  in  recent  yeara  but  not  ao  auch  as  the  decline 
in  percentage  of  private  deposits. 

There  are  aeveral  factora  which  partially  explein  the  relative 
decline  in  iaporteace  of  the  BSL.    Firat,  the  nui^er  of  private  banks 
has  Increased  (froa  21  in  1951  to  35  in  1956).    These  include  soae  which 

^Teha  Yaffi,  '*A  Caae  for  Centrel  Banking  Befora  in  Lebanon,** 
Middle  Bast  Econoaic  papers^  1958  (Beirut:    Aaerican  University  of 
Beirut,  1958),  p.  104. 
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sre  branehM  of  strong  £or«lgn  banks  such  «•  th«  CfaMe  Manhattan  Bank 
and  tha  Hatharlands  Bank.    Saeond»  tha  privata  banks  fMy  4  par  cant  or 
■era  on  privata  daataad  daposlts.    This  Is  In  contrast  to  the  1  par  cact 
paid  by  tha  B8L  on  govannaat  daposita  vhlla  no  Utarast  Is  paid  «a  pri- 
vata daaaad  depaaita* 

•incc  it  is  through  tha  banking  dapartacnt  that  the  BSL  would 
tend  to  iaf luance  tha  privata  banks  and  tha  aeaaoaqr*  a  brief  diacussloa 
of  tha  relationship  between  the  Bank  and  privata  banks  nay  be  in  order. 
The  principal  borrovers  fros  the  BSL  sees  to  have  been  "the  French-owned 
or  French  controlled  banks  or  the  saall  baaka  and  discount  houses.**^ 
The  aajor  local  banks  prefer  to  keep  excess  reserves  or  to  use  the  ex« 
cess  li^idity  of  their  branches  rather  than  to  use  the  rediseounting 
faeilitiea  of  the  BSL.    Br«aehes  of  foreign  banks  tend  to  rely  on  tha 
resources  of  their  hoae  office  in  case  of  need«     .  . 

Thara  are  aavaral  reasons  why  tha  privata  baaka  have  aot  used 
tha  discount  faeilitiea  of  the  BSL.    Tha  BSL  ^a  not  aanounca  diseottat 
ratea  and  hence  the  privata  banka  do  not  know  in  advance  the  teras  on 
which  asslstaaee  can  be  secured.    This  unoortainty  tanda  to  diaeouraga 
baaka  froa  seeking  aid  as  a  sMttar-of-courae  event.    Furthemore,  the 
BSL  is  a  coapetitor  of  the  privata  banks.    They  fear  that  if  they  dia- 
closa  the  naaas  af  their  clients  to  tha  BSL  by  rediscount ing  paper  of 
their  elianta*  that  tha  BSL  aay  attea^t  to  obtain  theae  accounts.  It 
ia  alae  feared  that  if  tha  rediacounted  paper  ie  redesaad  by  the  clirat 
at  the  BSL  that  ha  will  eoaaidar  the  need  to  rediscount  an  indication  of 
weakness.    Clients  may  be  reluctant  to  continue  to  do  their  banking  busi 
naas  with  a  weak  bank. 

^Ibid. .  p.  105. 
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TlM  fact  tlMt  tb«  181*  !•  fvlvattly  owm4  tmd  net  publlftly  cm* 
trelltd  tt&d  ic  •ttthoristd  to  4»  bualMtt  with  eh*  pu^iie.  My  b*  vMsms 
why  its  discounu  op«xrACioaa  ar«  bAs«d  purely  on  profit  notlvof  ond  bo«v 
llttlo  or  aa  eolation  to  sound  nonotary  policy.    Am  a  aattar  of  fact,  tho 
BSL  flhotft  a  tctadaacy  to  iactraatia  crodita  whon  inflation  throatons  and  to 
raduca  thorn  vhen  tha  woluaia  of  butinass  fall*  off.    This  is  avidancad  by 
the  fact  that  «h«n  trade  was  brisk  in  19S2  and  credit  should  have  beoa 
checked,  private  dottaad  deposits  with  the  BSL  asKRinted  to  LL79  aillion,  but 

whan  the  buainass  racaasion  sat  in  in  1953»  those  di^sits  dacliaad  f\ 

I,  .  ,  .  . 

£L56  nilliou.      Agaia  in  Kerch  of  1956  when  the  6oven»ent  accelerated 
its  spending  as  a  result  of  the  earthquakes  and  floods,  assets  eli«ibla 
for  note  cover  were  transferred  frwn  the  Banking  Oepartaant  to  the  laeue 
Depaxrtaeat  and  note  circulation  increased  by  LLIO  adllion  in  one  Month. 
This  iocreaae  was  aecoatpaniad  by  a  ria*  in  th*  cost  of  living.^  (Also 

,  sea  Table  41,  p*  159.)        .  '  .  '  ; 

Another  indication  of  the  lack  of  public  interest  in  the  opera* 
tkum  of  the  BSL  is  found  in  its  use  of  the  rediscount  rate.  The  annual 
average  rate  varied  between  a  high  of  6.15  in  1953  (a  recession  year)*  )' 
and  a  low  of  5.31  in  19S7  (a  rather  inflationary  year).    Tha  aituatioa 

'Ims'  tM  'daeeribed  by  ni»l^Wi^it    '  ^  '  .    '  ^ 

Zfhe  BSL's  discount  rate  has  na^  been  used  in  accordance 
with  a  defined  laonetsry  policy  but  rather  it  has  vsried  in  , 
accordance  with  the  liquidity  situation  of  Che  bank,  the  degrea 
of  competition  of  other  banks  and  the  public  deauud  for  loans.*  ^ 

Cofaeercial  b^nks  other  than  the  BSb  .r"' .  ^-.-.ly?,'; '  :  ^i';,/ 

'■I  -I'  III   11  III ■■  '  i 

As  of  Seeeoiber,  1956»  there  were  35  banking  Institutions  in, 


^dre»  op.  ctt(.  p.  3*1*  ,  'ibid.,  p.  363. 
'Sraffi,  op.  cit.,  p.  106. 
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^^|hn^1m^,  31  of  which  vare  approved  baiiks.^   The  renvjiolui  four  were 
BoaoApproved  l>aak«:  I.e.*  they  verft  cla«aifUd  m  tccond  cUc«  bukt 
wiujse  ^uacaatftc  wa*  tiot  *cc*?ted  by  the  Lebanese  Go/emincat.  There 

al&o  *<j«at  30  dlfccouct  boi2»«».    Four  of  the  epprov  ed  l>Bnklni  ln» 
•tltatUft*  &r«  aion>cacmerelftl  bMiki.    Hiest  are  the  (Soeiete  d« 

Credit  A&iUole  ct  Indastrtel  da  Ubon)»  the  newly  created  (195A)  ECi^If 
(Buuiiue  du  credit  Agricole,  tiiduetrlel  et  Foacler  au  Llbau)*  and  CM 
French  baukii.    The  first  two  instluutione  s,ranc  medium  and  long-taw 
luaaa  to  airicttluure,  industry,  and  real  eatste.    The  two  Fraach  tnsti- 
tutiOBi  a&gage  largely  la  Inveetnent  baakioe. 

2 

Kxcapt  for  the  "law  of  Banking  Secrecy**  of  1956,    which  was 

deai^d  to  attract  foraiga  capital,  no  legislation  exists  in  LebatK>n  ^ 

vhleh  appllaa  specifically  to  tha  organisation  and  operation  of  coranercial 

banks.    These  banks  are  organiaed  and  ragalated  under  the  sane  lawa  aa  ap« 

3 

ply  to  ether  foraa  of  enterprise.     Lava  which  are  found  in  other  countriaa 
sinply  do  not  exist.    There  is,  for  eaaaple,  no  legislation  to  provide  for 
the  protection  of  depoaitoca  nor  to  provide  for  Biniatust  cash  resarvae. 
Thaaa  aaetars  are  left  to  the  indivi^al  banks.  C."' 

^"An  approved  bank  is  an  institution  designated  by  the  State  aa 

one  fron  which  the  Governisent  will  accept  documents  o£  guarantee  on  be* 
half  of  contractors  engaged  in  public  works  and  other  govertasental 
projects. . .An  approved  bank  must  have  a  head  office  ot  agency  ia  Lebanon 
and  a  ainiaum  capital  of  LLl  nillion,  half  of  which  ia  paid  ii»."  fiddle 
East  Ecoooaist.  XLV  (Mew  York:    Harch , 1960) ,  45. 

For  the  text  of  this  law  see  Basque  Libanalse  pour  la  Coanusrca, 
Icoaosiic  Review,  Ho.  29  (Beirut:    July-August,  1956),  p.  7. 

^Republic  of  Lebanon,  Code  of  Cosroerce  (Decree  Mo.  304)  (Beirut: 
Daeai^r  24«  1942),  Artie  las  6.4  and  9,  pp.  3,5.  Arabic. 
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DcMMStlc  banks  wintaln  a  high  degree  of  liquidity,  holding 
cash  reserves  in  asMnmts  ranging  fron  30  to  50  ^r  cent  of  total  da* 
■and  deposits.    Xn  contrast,  branches  of  foreign  banks  keep  such  lower  , 
99»»w<u  against  deaaad  deposits  since  they  can  depend  oa  thair  hoM  of*  ' 
fleas  for  funds  when  the  need  arises.^   Xt  Is  donbtfal,  far  reasons  indi* 
catad  baUv,  If  the  coanarclal  banks  will  continue  to  aalntaln  this  high 
degree  of  Ufaldlty  In  the  future. 

Another  characteristic  of  the  private  cowerelal  baidclng  syatesi 
la  the  high  degree  of  ladlvlduallsa;  they  consider  calling  on  one  another  - 
•  alga  of  weakneas.    The  absence  of  Interbank  lending  has  been  explained 
as  followsi 

(1)   B»st  of  the  banka  doing  business  in  labanon  are  of  diverse 
nationalities  and  since  they  operate  in  a  llslted  aarket  they  tend 
to  be  very  coapetitlve  and  suspicious  of  each  other}  soae  of  thea 
when  in  need  of  short-tem  £unds  turn  to  their  head  offices  abroad 
far  teaporary  acconodaclons,  rather  than  to  other  local  baoksj  (2) 
call  aoney  or  slallar  Intra-bank  credit  has  not  yet  been  Introduced 
in  Lebanon;  this  aaaas  that  a  aoney  aarket  in  its  broadest  aaanlng 
does  not  yet  exist;  (3)  the  absence  of  a  central  bank.' 

Finally,  the  coaaercial  banking  systea  is  characterised  by  an  Inadefuacy 

of  statistics,    there  is  no  such  thing  as  a  eeablned  balance  sheet  nor  are 

coi^lete  statistics  published  frea  which  such  a  stateamt  aay  be  conatructed. 

For  these  reasons.  It  will  be  aaeesaary  to  rely  upon  the  bast  available 

data  In  our  discussion  of  ceaaerclal  bank  credit  and  the  aoney  su^ly. 

The  predeal nance  of  ccaaarcial  banking  aatabllihaants  as  vail 

as  their  relatively  large  total  capital  as  coapared  with  iiott<-ceaaareial 

banks  (Table  37)  clearly  indicates  that  coaaercial  credit  is  the  as in 

fora  of  credit  available  la  the  country.    Ceaaerclal  bank  lending  is 

Halted  largely  to  short*tefa  aereantlla  transactions.    Leans  are  generally 

Hadre,  op.  dt..  p.  3^1.         *Taffl,  op.  ctt..  p.  103. 
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TABLE  37 


BANKS  OPERATING  IN  LEBANON  AS  OF  DECEMBER  31,  1956 


Date 

Capital  in 

Name  of  Bank 

Nationality 

Established 

Millions 

KJ  V  ^  ^  ^       C      \Jl  ^      \J  IL  w  U  J-  b                 ^  ^  ^  V  Jb  ^ 

et  Tndustricl  du  Liban^ 

Lebanese 

1939 

LLl 

Randiip  Nat*lonalp  Ponclpr 

Commercials  et  Xndustiirlelle 

Lebanese 

1956 

LL5 

Beirut's  Bank" 

Lebanese 

1936 

LL.5 

Ranciiip  BpIso— I^lbanalse 

Lebanese 

1953  ■■: 

LL2 

Ranaup  Pedpralp  dii  L.i_ban 

Lebanese 

1951 

LL3.5 

Tntra  Rank 

T.pbanpRp 

1951 

LL12 

Randtip  dii  T^ihan  pt  n'OiitTP—Mpr 

T.pbanpRP 

1951 

A^  «/  A 

LL5 

FaQt"PTn  PnTTimpffi  al  Ranlc 

T  pban p qp 

1944 

LLl 

Ranniip  Hii  Pt'pd'f  1"  At^T"^f•^l^P 

TnHn  €#"1*401    ot"    1?rtn^*  "Tot*    Hii  T'lbfina 

T  obfinoQO 

IjCUctllCOC 

T  T  S 

KanGiiP  Tjibanai  sp  noiii"  1p  nonwnpT'pp 

T.pbanpsp 

1949 

LL5 

Banque  Mlsc  Sycle  Liban 

Lebanese 

1929 

LL3 

Banaue  Sabbash 

I^ebanese 

1950 

LL2 

Banaue  Tohme 

T.ebanese 

1942 

LLl 

Banaue  G.  Trad 

Lebanese 

1951 

LLl 

Banaue  Zllka 

T.pbanp<p 

1946 

LLl 

55odetP  fieneTalp  Finanriprp  dii 

Lib  an 

Lebanese 

1949 

LLl 

dommcirdal  Rank^ 

T^pbanpsp 

1954 

LL  2 

Bank  Shartunl^ 

T.pbanp  SP 

1951 

LLl 

Randup  AlbPT*t  Homsv^ 

^vi*4  an 

1900 

LL2 

Banaue  de  Svrle  et  du  Llban 

Firench 

1920 

Ffr.300 

Arab  Bank  Limited 

Tofdan*!  an 

1944 

Banque  Naclonale  pour  Is  Commerce 

French 

1927 

Ffr.500 

Banco  dl  Roma 

T  talian 

1936 

Llt.l  000 

British  Bank  of  the  Middle  East 

British 

1946 

fcl 

ComoaEnie  Medlterranlenne^ 

Firencil 

1919 

Ffr  6 

Eastern  Bank  Limited 

British 

a  a  Ik  a  O  At 

1956 

62 

Compagnie  Algerienne 

French 

1931 

Ffr. 750 

ureaLL  roncLer  ue  lunxsxe™ 

French 

1  OO  1 

I7/I 

Fir.joii 

Rafidain  Bank 

Iraqi 

1948 

ID  1 

Netherlands  Bank 

Dutch 

1954 

F160 

Banque  du  Calre 

Egyptian 

1953 

L.E.I 

Bank  Seoudite 

Saudi  Arabian 

1952 

LLl 

Chase  Manhattan  Bank 

U.  3. 

1955 

$150 

First  National  City  Bank  of 

New  York 

U.  S. 

1955 

$200 

Bank  of  America 

U.  S. 

1956 

n.a. 

*Non-eommercial  banks.      ''Non-approved  commercial  banks. 


Source:  Compiled  from  information  received  from  the  Ministry  of 
Justice,  Beirut,  Lebanon. 
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la  tht  font  a£  discounts,  documentary  credit,  adv«&c«s  oa 
•«cttrltl*s  moA  overdrafts.    Thalr  maturity  parlods  raraly  «x» 
taad  to  a  year  and  In  most  Instances  fall  within  six  tnonths. 
Marcaatlle  loans  and  discounts  are  extended  attains t  personal 
security,  property,  or  one  or  two  signature  endorsements.*' 

Ho  othar  types  of  short-tens  Investnents  are  hold  by  conoerclal 
banks.    For  exaapla,  thoy  do  not  hold  troasury  bills  (with  tha  excap* 
tlon  of  tho  BSIt).    The  fact  that  they  do  not  hold  Troasury  bllla  con- 
tributes to  the  umarketablllty  of  those  lastruaonts  and  deprives  tho 
GovoroBent  and  the  BSL  of  a  potential  Inatruaiont  of  open  aarket  p6llcy. 

Despite  the  general  deflclmcy  of  data,  there  Is  aatorlal  avail* 
able  which  nakas  poaslblo  an  analyals  of  bank  depoalta  created  by  tho 
banking  systesi.    For  this  purpose  wo  aust  rely  on  the  data  fumlahad  '>y 
the  Nlnlatcy  of  Flnanea  for  tho  years  1953*1957.    Privsto  daaand  d«s>oBlf 
(Table  40,  p.  156  )  have  been  rlaln)$  reUtlvoly  faater  than  eurroney  In 
circulation.    Tho  fomor  Increased  about  92  per  cont  from  1952  to  1957. 
tim  latter  Increased  only  about  76  per  cont.    Thla  relatively  greater 
Incroaae  waa  due  to  aeveral  factors t    (1)   a  rlao  In  latereat  ratea  on 
dosMnd  depoalta;  (2)  the  lacreaae  la  the  use  of  chocks  as  a  Moaa  of 
payaeats;  (3)  the  lacreaae  la  bank  loana  and  dlaeouata  oxteaded  to 
bualaeea;  and  (4)  purchaaea  of  dollars  by  tho  Govemaent  on  the  open 
■arkot  for  purpoaoa  of  note  iasuo  eovor. 

The  laeroaao  la  tho  ambor  of  baaka  la  roeoat  yoara  has  iatoa- 
•Ifled  cooqietltloa  aad  aceounta  for  the  Intoroat  rate  on  deauud  depoelta 
being  aa  high  aa  4  per  cent,  thua  Ingoing  an  Increaaed  nuad>er  of  people 
to  keep  B»ney  In  the  fom  of  deoMuid  depoalta.    Such  depoelta  Increased 
by  92  per  coat  froai  1952  to  1957.    It  should  be  observed,  however,  that 
tlsM  depoalta  have  lacreaaed  evea  aore  (317  per  coat  betweea  1952  aad 
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l»57),  •Ithough  in  «bfol»t«  t9Vm$  th«y  ar*  reUtlvtly  oC  less  lap^rtmac* 
than  demand  deposits .    Fertiap*  th»  reUtive  increase  In  tl«e  4«fOtltt 
would  hav«  b«an  eveo  graatar  had  not  the  rise  in  Inttreat  rate*  on  do- 
•and  dapotit*  occurrad».  '  '  ' 

Tha  ineraasiag  uto  of  ehackt  aa  rae«na  of  paynant  can  be  clearly 
•aaa  ia  TaWa  38  whara  tha  valuo  of  check*  cleared  rose  by  400  per  ceat 
ttm  W50  to  1957.   It  la  undoubtedly  true  that  tha  iacreaae  la  the  nu«» 
bar  of  bank*  hae  aade  the  convenience  of  ehccke  obvious  and  has  helped  ta 
develop  faith  in  then.      . ;  •    4?' ■  ■;•  "•■ 

tm*  38 

VAWE  OF  CHlCfS  CHAM®,  burox  cuammc  omcE. 

1950-1957 

(milloaa  of  U)  ^  ^ 


Value  of  Checke  Cleared 


1950  364 

•  ■  .         1951  ■  553 

1952  722 

1953  .■    ^  ■■■■■■■  575 

1954  640 
  1955     ^                                                   ■•  926 

1956  1.222 

I  1957  l.*54 

Source:    Bulletin  Statletlgue  Triaaetrlal.  IX  (Dauxlaaa 
Trl»a«tra»  1958),  57. 

The  growth  in  dleeouate  and  advancae  ta  tha  private  sector  haa 
alao  reaultad  In  an  incraaaa  la  bask  deposits  in  comrclal  banka. 
••Bank  credit  Z&  Lebaatm?  ia  generally  related  to  tha  diseouatiatt  o£ 


154 

tr«d«  bill*."^   Wxom  1952  to  1957,  a  ftioi  of  six  yoAts,  advaaeof  aad 
diteoimts  roM  fcon  LL271  ■lllion  to  11533  allllon,  an  Ineiroaao  of  197 
for  cont  (Table  39).    Thm  ratio  of  frtwrntm  advaacaa  and  dlaeovata  to 
l^rivata  doMund  d^oalta  regiatorad  a  low  of  117  to  1952  to  a  high  of 
145  in  1956.    Thia  hi^  ratio  indieatoa  a  hoavy  eoncoitration  mi  ahort- 
tarm  cradit  by  tba  banking  ayatan. 


TABLE  39 

f  AMK  LOANS  AMD  DISCOUNTS  TO  THB  PRIVATE  SECTOR  A«) 
FRIVATB  DKMAMD  DEPOSITS  IN  LEBANON,  1952-1957 

(Hillioaa  of  LL) 


End  of 

Loana  aad  Diacounta 

Privata  daiMmd  d^oaita 

Ratio 

Tear 

(1) 

of  (1) 

to  (2) 

1952 

271 

232 

117 

1953 

270 

219 

123 

1954 

308 

246 

125 

1955 

408 

299 

13« 

1956 

446 

307 

145 

1957 

533 

447 

124 

Sourca:    Bulletin  Statistique  Trtiacatriel.  IX  (Dauxiaaa 
Triaaatra,  1958).  54-55. 


Aiwthar  factor  which  haa  had  a  eenaidarabla  affect  <m  the  voIum 
of  noney  and  credit  ia  government  purchaaea  of  dollara  on  the  free  Mar- 
ket for  furpoaea  of  atabiliaation  of  the  exchange  rate.    Upon  inatructiona 
froa  the  Minister  of  Finance,  the  Exchange  Stabilisation  Fund  (BSL- 
■anaged)  haa  bought  dollara  on  the  open  narket  and  converted  theae  into 


Anwar  Ali,  "Banking  in  the  Middle  Eaat,"  International  Monetary 
Fund.  Staff  Papera  VI.  No.  1  (tfaahington:  Noveaber.  1957),  61. 
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gold  to  le.  pJLace<i  iu  the  note  cov«r  ajicivujt  the  Issue  of  aw  notes.  ^ 
The  purclmse*  oi  dollars  arc  isostly  from  bauk$.    These  Isanfes,  «ft«r  ••11* 
las  £©r«U»  cxction^e,  are  in  ©  pcsttloo  to  exjjand  tb«lr  discounts 

imd  Advaaeee  on  th«  bails  of  th«  nwly  acquired  Labanese  pound». 

MBoay  Supply  and  ^val  of  meat 

Monay  supply 

Whlla  InfonMtloa  of  mnatairy  dovalopMftta  U  Ubaaon  Is  tnco^ 
Plata,  It  Is  posslbla  to  account  for  tha  ■ajor  faetoro  eostrlbutlag  to 
variations  In  tha  aonay  supply  ovar  a  parlod  of  yaars.    Data  of  tha  Bonay 
supply  and  aajor  factors  lafluaaclng  It  ara  praaaatad  In  Tabla  40.  la* 
aapt  for  a  noalnal  drop  la  tha  monay  supply  la  19S3«  thcra  has  haan  a 
eontlwious  expanalon.    This  axpanslon  from  LL428  nllllon  at  the  and  of 
W5S  to  1X808  nllllon  at  tha  and  of  1957,  an  Incraasc  of  89  par  cent, 
consisted  of  73  per  cent  Increase  In  currency  in  circulation  ami  104 
^  ■•r  cent  Increase  In  private  deoMuotd  deposits.    Tha  largaat  paroeataga 

-      ~  ■  i* 

i'r  I-.  •!.,:■ 

increase,  25  per  c«it,  occurred  to  If 57.  ,  \ 

li  The  slight  decrease  In  1953  aay  be  explained  by  difficulties  In 

^|jha  ceswerclal  sector.'   This  difficulty  was  acconpanied  hy  •  slight 
tendency  of  banks  to  contract  credit  to  the  private  sector.    But  tha 
■aJor  factor  tending  to  produce  a  reduction  In  the  aoney  supply  was  la- 
pcovaBent  la  tlia  govamsKint's  position  of  IJL34  odllion.    These  funds 


for  a  dlscuatlott  of  tha  litchanse  Stabilisation  Fund,  see 
Chapter  III,  p,  79. 

*The  abateiMnt  of  speculative  buying  at  tha  end  of  tlM  Bsreaa 
War  coupled  with  the  sharp  tUhtsalng  of  credit  policies  by  bairite  forced 
sooe  traders  to  liquidate  their  atonka  of  ^oods  purchased  earlier.  Siij- 
nl£lcant  loiises  were  suffered  and  soaa  sarchants  ware  forced  Into 
bankruptcy. 
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were  d«pos-lt«d  MiZh  the  USI  asd  htnce  placed  pressure  on  the  lX%uA<tity 
position  of  th«  grlvat«  banks.    la  oddiCion,  tba  iacsoaio  of  time  do* 
posits  abaorb«d  ftin4«  froos  tha  nonay  supply.    Thti  mlj  factor  taodllng 
to  provtd*  for  «&  incrocea      tha  itoney  supply  was  an  incraasa  ia  for* 
9if^  ftiNHita  of  UM  milUon,  but  this  «»8  Insufficient  to  offset  tha 
combined  af facta  of  tb«  othor  factors* 

Tha  contitmo*JB  increase  in  tha  raonay  supply  ttmm  1954  through 
1937  tuia  baaa  tha  result  of  a  combination  of  factors.   The  most  alfijal*  ■ ; 
fleant  change  haa  bean  In  credit  to  the  private  sector,  accounting  for 
tha  largest  increase  in  all  hut  one  \'ear.    Tha  second  isajer  faetor  In  the 
growth  of  the  noaey  supply  has  been  the  aceusnilatlon  of  official  foraigi 
easete,  relatively  unlnportant  in  19S6.    the  final  factor  which  aided  the 
growth  in  the  lamey  anpply  in  1956  and  1957  has  been  the  reduction  im 
govemaent  aurplus.    litis  reduction  in  surplus  is  largely  associated  elth 
the  acceleration  of  goverment  spending  for  reconstruction  ond  developMmt. 

The  policy  of  increasing  official  gold  reserves  has  be«e  related 
prlmrily  to  avoiding  further  appreciation  of  the  Lebaneae  pound  in  the 
free  exchange  aarket  and  to  a  desire  to  strengthen  the  reserve  position. 
In  1953 »  however,  the  purchases  of  foreign  exchange  on  the  awrket  were 
also  related  to  eaalng  the  monetary  atringency  following  the  Korean  boom. 
The  inereaae  in  the  official  foreign  aaaets  had  the  effect  of  iaereaelcji 
the  snoney  supply. 
tevel  of  prices 

We  arc  intereated  in  pri.ec  developmenta  at  thia  point  not  merely 
as  a  cost  factor  but  also  aa  a  guide  to  a  later  analysis  of  the  economic 
iaqpact  of  the  davelopaent  program  eonsidered  in  this  study. 
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B«t»e«n  194S  and  aid- 1950  prlMt  f«ll  cayidly.^   This  aovamant 
vat  r«v«r»cd  by  th«  outbraak  of  hostilltl«t  in  XOrM,  which  raaultnd  in 
«  ri««  in  th«  doiMatic  prices  of  Inqportod  gooda  and  in  •paeaUtiva  buying 
in  anticipation  of  futura  ^rtagaa.    Thla  in  turn  had  an  iteadlata  li^act 
on  tha  laval  of  dOMstic  vholaaala  pricaa  and  living  coata.   Tha  lack  of 
raatriatimui  on  tcada  or  axchanga  aada  poaaibla  tha  ia^portation  of  larga 
^nantitiaa  of  goods  dastinad  for  Lebanon  for  aubsa^uant  raaala  to  othar 
Arab  countriaa  in  tha  ragion.    Purchasing  powar  in  thasa  Arab  eountriaa 
(Xra^,  Saudi  ArabU,  Jordan,  and  Syria)  had  iaeraasad  bacaaaa  of  tha  ax- 
paasion  of  patrolaun  production  or  baeauaa  of  tha  riaa  in  pricaa  of  auch 
priautry  raw  oMtarials  as  wool,  cotton,  an«i  wheat  which  constitute  their 
Min  export  products.    Lebaaeae  MrehttEits  became  nlddleaen  or  co—isaioa 
agenta  for  aoat  of  the  adjacent  eountrlea. 

During  1951  tha  wholesale  price  and  living  cost  indexes  Inereesed 
by  26  per  cent  and  8  per  cent  respectively  (1950:iOO).    Thereafter*  pricea 
began  to  decline,  aainly  because  of  abateaMnt  of  speculative  buying.  By 
the  end  of  1952  tha  wholesale  price  index  had  fallen  by  12  per  cent  though 
the  cost  of  living  index  reMined  the  aaM.    (See  Tablea  41  and  42.) 

The  relative  dullneas  in  tha  ciMeaodity  oHirkat  in  Beirut  during 
1953,  however,  further  brought  down  pricea  from  their  1951  aad  1952 
levels.    This  dullness  was  due  priMrily  to  a  fall  in  tha  local  priaas 
of  iii^rted  cooaodities,  a  sharp  curtailMnt  in  tha  rate  of  expension  of 
bank  credit,  and  aubaa^uent  lifuidationa  of  atocka  of  goods  purchased 
earlier  at  higher  pricea.   While  pricee  fluctuated  narrowly  throughout 


'^lapublic  of  Ubanon,  Ministry  of  Pinaaoe,  Budget  Keport  for 
1952  (Beirut:    1951),  p.  12.  Arabia. 
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TABU  41 

IROBI  OP  WHOLSSAU  PRICES  III  UBAMOII,  19S1-I957 


1950  •  100 


TyiMi  of  Index 

1951 

1952 

1953 

1954 

1955 

1956 

1957 

Poo4  Stuffs 

123 

108 

92 

96 

106 

110 

99 

99 

98 

98 

102 

114 

lav  mtcrlaXs 

109 

H 

93 

87 

87 

85 

Fiuiiia«c  Goods 

s 

103 

91 

92 

92 

91 

90 

Othsrs 

115 

106 

100 

98 

102 

101 

Construe  tl(»n 

lit 

121 

103 

101 

111 

112 

116 

Censral  Index 

m 

114 

103 

95 

98 

101 

105 

Bulletin  Sf  tlstlw  Trl— strlal,  IX  (DsuxlssM  TrlMstrc 

1953),  34.   


TABLE  42 

COST  OP  ixnm  imxx  ih  bkimjt,  1951-1957 


1950  •  100 


Type  of  Index 

1951 

1952 

1953 

1954 

1955 

1956 

1957 

Food 

112 

115 

104 

97 

99 

109 

120 

leuslug 

105 

105 

105 

114 

114 

105 

147 

light  Slid  fuel 

101 

100 

96 

96 

98 

101 

117 

Ciotfctnfe 

109 

106 

98 

90 

90 

90 

90 

Mlsesllaneout 

97 

93 

92 

91 

92 

93 

iOI 

GtiMXBl  lii<iex  i 

loe 

108 

101 

96 

98 

104 

112 

Source:  Bulletin  StstlBttgue  Trlatestriel.  IX  (Deuxlene  Trtaestre, 
1958),  33.    (Base  year  changed  from  1939  to  1950  by  this  writer.) 


1954,  tba  dccliaiBg  tread  co&tlimccl.    In  that  y«ar,  the  vhcUMle  pric* 
Index  stood  at  95  and  the  cost  of  living  Index  stood  at  96. 

iB  1955, the  gradual  downwasd  aovenent  of  prices  which  had  con- 
tinned  thtonglwat  \IS3  and  1954  mm  reversed,  partly  because  of  snnetary  ;v 
expansion  and  increases  in  the  prices  of  iqiorts  froa  Syria  which  e^r- 
ieaeed  a  poor  crop  year.  ^   rurthenwre,  soae  transit  dlf f  ieultiaa  vera  an- 
perienced  with  8yrU.   Although  the  wholesale  price  index  shewed  an  inereasa 
of  over  2  per  c«it,  there  was  a  pronounced  increase  in  the  construction 
price  index  of  11  per  cent.    The  Utter  increase  was  (faie  pris«rily  to  th« 
private  construction  boon.    In  1955,  1,261  building  permits  were  issued 
in  Beirut  alone  as  co^^red  with  a  national  total  of  1,095  peraita  la 
1954  and  796  penUts  in  1953.'  •   -  '  v  '        ■  "  >  ' -  - 

The  wholeaale  and  cost  of  living  indexes  in  1956  showed  an  in- 
craaae  over  the  previous  year  of  alighfclj  over  5  per  cent  and  6  par  cent 
raspaetivaly.   tavatal  faetors  war*  vaspOBslble  for  thla  rite.  Aaong 
these  were  the  shortage  of  building  aaterials  resulting  fres  the  recon- 
struction activity  of  areas  devasuted  by  the  f  laada  and  aarth^uakaa 

Of  Pebruary  and  March  of  that  year  and  the  subsofseat  rise  in  wages  re- 

3 

suiting  fro«  that  activity.     Another  factor  influencing  the  riae  in 
prices  was  the  ^es  crisis. 

United  nations.  Economic  PevelopMonts  in  the  iUddle  >aat.  - 

11955-1956  (Mew  Yorfct  1957),  p.  7. 

2  '  " '    "'  -^ '    '  '■  .  '     '      "   ' '  ..  ■ 

E^publle  of  Lebanon,  lllalstry  of  Piaanee,  »roposed  Budget 

for  1956  (Beirut:  1957),  p.  140.  ArabU. 

Republic  of  Lebeaon,  National  Reeonstruetlon  Office,  First 
Annual  Report  (Beirut:  August , 1957) ,  p.  89.  Arabic. 
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Th«  contlmiad  prassur*  on  r«Mure«s  by  th«  public  m  w«ll 
by  th«  prlvAt*  ssetor  (aalaly  for  building  construct loa)  and  th«  grMtMT 
expansion  of  aoaay  supply  in  ralatioa  to  tha  auch  slower  rata  or  grovth 
in  national  product  aca  baliavad  to  ba  tha  principal  factors  causing 
tha  risa  in  prices  in  1957.^  Tha  risa  in  tha  cost  of  living  index  of 
alMSt  6  par  cent  ia  1957  was  sbarad  by  all  categories  except  clothing 
and  was  particularly  staap  in  fdad  ItaM  and  rentals.   Tha  fonsar  risa 
was  due  to  increased  costs  of  isqports  as  a  result  of  scarcities  in  SyrU 
which  supplies  Ubanen  with  Mst  of  its  cereal  refuiraasnta*   The  acarai- 
ties  in  Syria  were  due  to  drought  conditions  for  tha  pravieus  two  years. 
The  latter  increase  was  due  to  the  eliadnation  of  govenasent  controls  on 
rentals  of  non-luxury  type  of  housing. 

Geveroswnt  rinancas 

Goveraaent  budgets 

The  activitiaa  of  tha  central  government  of  Lebanon  are  financed 
throttsh  three  different  types  of  budgets}^   the  ordinary  budget;  extra- 
ordinary budgets,  three  in  nuaOMr;  and  special  budgets,  five  in  nuaber. 
The  Govenvent  does  not  publish  a  consolidated  statement  of  all  ita 
budgets.    Little  detailed  information  is  made  avaiUbla  about  aspeadi- 
tures  outside  of  the  ordinary  budget,  thus  rendering  the  budgets  loose 
instrusNwits  of  control  over  public  expenditures  and  making  difficult  a 

Hiational  product  in  1957  was  estimated  at  U.1,580  million,  an 
increase  of  8  per  cent  over  that  of  1956  while  the  iacreese  in  money 
wuppiy  for  1957  was  25  per  cent.    Middle  East  Economist.  XII  (Mew  York: 
April,  1958),  60. 

^U.  S.  Department  of  Ccumsrce,  Econc»ic  Developments  in  Lebanon, 
1957  (Washington:    1958),  p.  4. 

^Data  on  Special  and  Extraordinary  budgets  are  taken  from  Republic 
of  Ubenon,  Parliamentary  Reports.  1953.  pp.  405-506;  1954.  p.  1060; 
1955.  pp.  20-54,  447-492.    Beirut.  Arabic. 
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oritieal  analysl*  of  IiAb«aoa*8  GovenvMat  £ln«nca»« 

fhy  ordinary  badjgiit .  •'tbm  ordinary  budget  finance*  tha  regular 
and  recurring  social  and  economic  activities  of  the  various  ralnistrlee. 
It  accounts  for  the  bulk  o£  govenneat  eocpendl tares.    Although  the  or* 
dinary  budget  Includes  capital  expenditures,  these  are  usually  llaited 
to  SMll  projects  with  the  exception  of  road  building  and  maintenance^; 
and  pttblle  building  prograsra  (schools  and  hospitals)  of  the  Hinistry  af 
fublic  Works.    Such  expenditures,  however,  rose  sharply  from  LLll.2  mil* 
Ilea  la  1954  or  about  10  per  emt  of  the  ordinary  expenditures  te  lUft»Z 
nillien  in  19S7  ot^bont  18  per  cent  of  the  ordinary  expenditures,  (tee 
Table  46,  p.  169) 

The  ordinary  budget  is  always  balanced  at  the  tiise  of  its  pre*en« 
tatien  to  Farliaaent.    Revenues  are  conservatively  estimated  on  the  basis 
of  the  average  of  the  two  last  budget  periods  for  which  the  accounts  bava, 
iNMm  cloaed.    In  view  of  this  aethod  of  estlnatliig  revenues  and  in  view  of 
the  risine  level  of  economic  activities  in  recent  years,  surpluses  have 
taaerally  been  realiee<i.   This  was  the  ease  txom  1944  to  I9S7  with  the 
a«(ieptlon  «f  1950,     Bttlget  eurpluiies  are  transfett«4  to  tlia  taaanira  hm4 
from  which  appropriations  are  laade  for  loaus  and  for  developetent.    In  addi- 
«iMi«  tmm  appropriations  arc  nade  frea  the  Bfisarve  Fuad  tm  MMt  ariliaiury 
expenses*    So,  in  a  particular  year,  there  is  a  two-<way  transfer  between 
the  ordinary  budget  and  the  Reserve  Fund.'  ,- Vi^ 

 .  , /  ;■.::::fev,• 
l;; '              1950,  the  Syrian-Lebanese  Custoiss  Union  was  ended.  The 
ijanediste  iii^act  of  that  event  was  a  sharp  decline  in  the  level  of  econo* 
ale  activity,    tevemtes  especially  frosi  indirect  taxes  and  duties  declined. 
United  Nations  lalief  and  Works  Agency,  Quarterly  Bulletin  of  Econonic  De« 
Velopnent.  Mo.  13  (Beirut:    April, 1956),  p.  213. 

^Saa  labia  4d,  p.  m.  ^ 


m 

The  dlffcr«ace  betwoen  r.he  »ppropri«tlon8  ••ite  In  tJcm  ordtwry 
budget  and  thote  aHoceted  frcw  the  Rescrvt  Fan«f  tot  tferelopaMt  l«  that 
whlla  the  fotwet  laf  if  not  used  at  th«  c1ob«  of  the  £itc«l  y—r,  th« 
latfe«r  are  «utOiMtic«lly  rwmed  from  year  to  year  until  uae4«  , 

Extraordltar^'  budgets, '-•gxtraordlnary  bud^iota  are  those  devoted 
excluaively  to  aajor  aaa— Ic  developi^t  projecta.   These  budget*  ln» 
elude:    (I)    D«velopM«t  Wotka  ftend.  dealgned  to  finance  wajor  public 

j 

workai  (2)    Rational  Lttani  Office,  created  In  1954  to  eitecute  the 
Lltaai  Hivar  hydro-electric  and  Irrigation  project}  and  (3)   Rational  , 
Becooatruotion  Office,  created  In  1956  for  a  peiflod  of  three  yeara  tm 
undertake  the  reconetructlon  of  areaa  d«va8ta«:ed  by  the  earth<|uakea  of 
Kerch  1956.    Extraordinary  budgets  are  financed  laalnly  fro»  three  aoureeat 
(a)  loana  from  the  Treasury  and  elaewher*}  (b)  ehargea  and  taxes  upe« .  , , 
baaailciariea  of  developnent  works;  and  (c)  wlthdrairals  fro«  the  ftesenre 
Fund.   Uttused  approprlatiott*  In  ths  extraordinary  l>udgets,  as  Indicated, 
are  cuaisulatlve. 

fpeclal  budgets.— Special  budgets  are  these  of  agencies  set  up 
to  perfom  specific  functions,  chiefly  e£  tha  public  utility  type. 
Agendas  financed  In  this  vey  are:    (I)  The  Vfhcat  Office,  which  was  re-  , 
tainad  froa  World  War  II  for  th<  purpoae  of  providing  the  country  with 
stocks  of  vheat;  (2)  the  Telephone  Administration;  (3)  The  CowBen  Ilec- 
trleicy  and  Transport  Service;  <4)  The  Beirut  Water  Service;  and  (5) 
¥h«  Bureau  of  Fatioaal  Lottery. 

^In  addition  to  the  three  sourcea  of  revenues,  the  national 
Secona traction  Office  levlew  special  taxes  for  the  duration  of  its  life 
as  deiiined  by  the  lav  creating  it.    Republic  of  Lebanon,  national  Re- 
eonatructlon  Office.  Flrat  Annual,  Report  (Beirut:    Auguat  ,1957), 
pp.  20-21.  Arabic. 
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thM  ntloMl*  of  Mfsraelng  som  of  thoM  apodal  budgota  froa 
tha  ordinary  budgat  la  not  at  all  cloar.    For  axaopla,  whoraaa  tha 
Talaphona  Adodnlatration  haa  a  a<^arata  autonoaoua  twdgat,  tha  foata 
and  Talagraphs  Dapartaant  ara  part  of  tha  ordinary  budgat. 

Iha  varioua  apacial  budj^eta  dariva  thair  aaia  ravenuaa  £roa 
tha  aala  o£  aarvicaa  and  coaawditiaa.    Xha  GovaroaMUit  au^laaanta  thaaa 
racaipta  frooi  diract  appropriationa,  diraet  Traamiry  loana,  and/or  froai 
Traaauryguaraataad  loana  frooi  tha  BSL.    Tha  n«t  daficita  or  aurpluaaa 
of  tha  apacial  budgata  ara  carriad  aithar  to  tha  ordinary  budgat  or  to 
tha  Raaarva  Fund. 
Bavanuaa  and  expand! turaa 

It  la  loqpoaalbla  to  preaant  a  rallabla  conaolidatad  budgat  for 
Lebanon  becauae  of  paucity  of  data  on  extraordinary  and  apacial  budgata, 
particularly  the  latter.    For  thia  reaaon,  the  following  diacuaaion  on 
revenuea  and  expenditurea  vill  have  to  be  confined  to  the  ordinary  budget. 

Ordinary  budget  receipta  and  expenditurea  have  ahown  a  ateadily 
riaing  trend  ainee  Lebanon  achieved  independence  in  1946.    Since  that 
tiM,  current  revenuea  and  expenditurea  have  increaaed  aK>re  than  four- 
fold.^  Since  tax  ratea,  direct  and  indirect,  have  not  increaaed,  end 
the  price  levela  are  lover  than  in  the  iaaMdiate  poatwar  period,  thia 
increaae  in  revenuea  ia  due  primarily  both  to  the  coaiparative  iaprove- 
mmat  ia  cax  adaiaiatration  and  to  a  riae  in  the  level  of  economic  ac- 
tivity.   Ordinary  budget  revenuea  and  expenditurea  for  the  yeara  1952- 
1957  are  preaented  in  Table  43.    During  thia  period,  revenuea  expanded 
by  68  per  cent  whereaa  expenditurea  increaaed  by  117  par  cent.  The 
annual  percmtage  lacreaaaa  in  revenuea  and  expenditurea  are  alao  ahova 

United  Rations  Relief  and  Worka  Agency,  op.  clt.,  p.  208. 
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la  tht  tabl*. 

Ordinary  bu4g*t  rwwfa  «r«  elMtlflsd  la  Tabla  44  uadar  flva 
Mia  eatagorlaa:  dlraet  taxaa  aad  tlMllar  dutlaa;  ladlract  taxaa  and 
faaa)  lacoaa  froa  public  doaala  and  aatarprlaaa}  ud  alaeallaaaova 
ravaamaa.    Tka  H^^astaga  eeatrlbatlona  of  varlovt  aourcaa  of  ravaaaaa 
ara  fraaaatad  In  Tabla  43.    Indiraet  taxat  eontrlbuta  naarly  60  par 
e«it  of  ordinary  budgat  ravanuaa.    Within  thaaa  Indiraet  taxaa,  cuatou 
^tlaa  ronaln  tha  largaat  aourea  of  ravanua,  usually  accounting  for  35 
par  cant  or  aora  of  total  ravanuaa.    Gonauaptlon  taxes  ara  tha  naxt 
largaat  sourea  of  ordinary  budgat  ravanuaa.    As  regards  othar  aourcaa 
of  ravaaua,  thara  hava  baan  soom  Incraasas  In  racant  years  la  tha 
ralatlva  laportaaca  of  varloua  faas  and  duaa  and  ravanuaa  fro«  govam- 
■aat  antarprlsaa.    Tha  lattar  raflaeta  tha  purchaaaa  by  tha  govamaant 
of  a  auabar  of  antarprlaaa,  largaly  public  utllltlaa  pravloualy  ownad 
by  foralgn  conaaaalona,  auch  aa  Balrut  Ilactrldty  and  Tranaport 
Sarvlea  which  «aa  ac^lrad  In  1993.    IncoM  tax  collaetlona  hava  rlaaa 
substantially  In  racant  yaars  but  thalr  ralatlva  shara  in  total  ravaaua 
haa  raaalnad  practically  unchaagad  at  10  or  11  par  cant. 

Incraaalng  axyandlturaa,  oa  tha  othar  hand,  raflact  tha 
gaaaral  axpanalon  of  govamaant  aetlvltlaa.    Thaaa  Include  axpaadl- 
turaa  on  aacurlty,  aconaalc  activity,  and  social  sarvlcaa. 

A  suanary  of  ordinary  budgat  axpandlturas  by  typa  for  tha 
yaars  1954-1957  Is  praaaatad  In  Tabla  46.    Govaraaaat  axpandlturas 
ara  divided  lata  t«o  aaln  parts—currant  expenditures.  Including  alll* 
tary,  and  coital  expeadlturea.    The  dlvlalon  of  axpeadlturea  by 
function  repreaaats  aa  l^prevaaent  la  budget  structure.    This  Is  par- 
ticularly Is^rtaat  vhea  «a  ceaslder  the  dsasads  for  resources  for 


TABLE  44 


REVENUES  OF  THE  ORDINARY  BUDGET  OF  IJBBANON  BY  SOURCE,  1952-1957 
(Amounts  In  thousands  of  LL) 


Source  of  Revenue 

1952 

1953 

1954 

5  5 

1956 

1957 

I. 

Direct  Taxes  and  Duties,  Total 

32.247 

36.183 

43.071 

47.783 

56.377 

63,007 

A. 

17.1.  JU        L.     XnAcOi^  XV#L<»X 

1 Q  MO 

11/, 

£•  -J  y  At  X't' 

ZD,  idKj 

0  ■?  OAT 

O  O  OCA 

jj, J54 

37,594 

■*  71 

J,  J'fH 

A    C  Q  c 
0,  jJj 

7,550 

9,754 

C  "70 

COO 

583 

1 «%  AAA 

1  7   AQ  K 

XD, JU/ 

/U,Udd 

Inheritance  Tax 

97 

597 

624 

834 

1,079 

682 

frlvjtte  Vehicle  Tax 

1,292 

1,508 

1,910 

2,598 

3,216 

3,473 

700 

o5o 

oyo 

B. 

Registration  and  Stamp  Duties, 

ou  no's 

O  C    A  1  O 

II. 

Indirect  Taxes,  Total 

74.030 

83.062 

93.043 

102.391 

108,032 

118.623 

Excise  Duties  on  inflammables 

17,540 

17,469 

17,711 

X  3  J  9  0  3 

16,305 

17,128 

Excise  Duties  on  Tobacco 

16,802 

16,617 

16,741 

17,741 

15,637 

17,947 

Customs  Duties 

36,737 

45,715 

33  ji  3 

67,574 

71,859 

78,951 

Others*^ 

2,951 

3,261 

3,079 

3,173 

4,231 

4,597 

Public  DonMiin  and  Exploitative 

Services,  Total^ 

5,003 

5,469 

4,804 

6,918 

6,488 

7.676 

IV. 

Miscellaneous  Revenue,  Total 

13.647 

16.518 

16,526 

21,771 

21.083 

20,636 

Payments  of  Foreign  Companies 

7,301 

7,199 

4,493 

8,565 

5,692 

4,920 

Others® 

6,346 

9,319 

12,033 

13,206 

X3  If  39  X 

15,716 

TOmL  REVENUES 

124.927 

141,232 

157.444 

178.863 

191,980 

209,942 

®Taxes  on  animals  and  on  wireless  receivers, 
^Legal,  notarial,  and  consular  fees, 
^Taxes  on  liquor  and  salt, 

%evenues  frorai  posts  and  telegraph.  Official  Gazette,  and  Lighthouses  Department,  sale  of 
movable  property  and  land. 

^Includes  revenues  of  hospitals,  fines  and  judgements,  gambling  fees,  airport  fees,  and 
pensions  receipts. 

Source;  Compiled  from  Bulletin  Statistique  Trimestriel,  IV  (Quatrieme  Trimestre,  1953),  43-44; 
V  (Quatrieme  Trimestre,  1954),  64-65;  VI  (Troisieme  Trimestre,  1955),  58-59;  VII  (Troisieme 
Trimestre,  1956),  59-60;  VIII  (Deuxieme  Trimestre,  1957),  43-44;  and  IX  (Deuxieme  Trimestre,  1958) , 
47-48,  Beirut, 


TABLE  45 


PERCENTAGE  DISTRIBUTION  OF  REVENUES  OF  THE 
ORDINARY  BUDGET  OF  LEBANON  BY  SOURCE,  1952-1957* 


Source  of  Revenue 

1952 

1953 

1954 

1955 

1956 

1957 

I. 

Direct  Taxes  and  Duties,  Total 

25.8 

25.6 

27.4 

26.7 

29.4 

30.0 

A.  Direct  Taxes,  Total 

(15.8) 

(16.4) 

(17.0) 

(17.4) 

(17.9) 

Building  Tax 

3.0 

3.1 

3.5 

3.T 

3.9 

4.6 

•  •  • 

•  •  • 

•  •  • 

•  •  • 

•  •  • 

•  •  • 

.  1  1 
X  4.  •  i. 

9  1 

7  •  X 

XV,, #,.«!. 

10.6 

jLuuei.iLk.ance  lox 

•  •  • 

«  •  • 

•  •  • 

•  mm 

'*  *' ,« 

*  *  « 

Private  Vehicles  Tax 

1.0 

1.2 

1.5 

1.7 

1.7 

Others 

•  •  «' 

f  *  n 

•  •  m 

B.    Registration  and  Stamp  Duties, 

Total 

(10.0) 

(9.2) 

(10.4) 

(11.4) 

(12.0) 

(12.1) 

II. 

Indirect  Taxes,  Total 

59.3 

58.8 

59.1 

57.2 

56.3 

56.6 

Excise  Duties  on  Inflammabltfi 

14.0 

12.4 

11.2 

7.8 

8.5 

8.2 

Excise  Duties  on  Tobacco 

13.4 

11.8 

10.6 

9.9 

8.1 

8.5 

Customs  Duties 

29.4 

32.4 

35.3 

37.8 

37.4 

37.6 

Others 

2.4 

2.2 

2,0 

1.9 

2.2 

2.2 

III. 

Public  Domain  and  Exploitative 

Services,  Total 

4^0 

3.9 

M 

3.4 

hi 

IV. 

Miscellaneous  Revenue,  Total 

10.9 

11.7 

10.5 

12.2 

10.9 

9.8 

Payments  of  Foreign  Companies 

5.8 

5.1 

2.9 

4.8 

2.9 

2.3 

Others 

5.1 

6.6 

7.6 

7.4 

8.0 

7.5 

TOTAL  RE^NUES 

100 

100 

100 

m' 

100 

100 

^Detail  will  not  necessarily  add  td  totals  because  of  rounding. 


(...)  denotes  less  than  1  percent « 
Source:  Based  on  Tabis  M« 


TABI£  46 


■Qmmm.  mm  capital  expenditures  of  the  ordinary  budget  of  Lebanon, 

BY  ECONOMIC  CATEGORY,  1954-1957^ 

(Amounts  in  thousands  o£  LL) 


1954  1955  1956  1957 

mw^m.  of  txpendittti;*  Current    Capital     Current    Capital     Current    Capital     Current  Capital 


I«    Administration,  Finance 




and  Justice'' 

17,733 

1,703 

19,697 

2,219 

l»»4- 

$8',,S66; 

II. 

Security^ 

32,109 

38,079 

48,497 

1,767 

58,216 

1,874 

III. 

Economic  Activity*^ 

9,139 

8,999 

9,863 

18,403 

12,377 

13!f  315 

29,633 

IV. 

Social  Services^ 

17,533 

1,000 

19,792 

3,191 

22,845 

28,363 

3,213 

V. 

Other  Departments^ 

3,541 

124 

3,787 

103 

4,057 

285 

5,144. 

360 

¥1. 

Deists  Payables 

19,302 

16,348 

895 

25,159 

24,651 

TOTALS 

99,357  -h 

11,826 

107,566  +  24,811 

132,796  4 

28,552 

156,255  4-  36,212 

TOTAL  expenditures 

111, 

183 

132 

161, 

348 

192 

,467 

(Current  and  Capital) 

TOTAL  iffiVENUESh 

157, 

444 

178 

,863 

191, 

980 

209 

,942 

Surplus 

46, 

261 

46 

,486 

30, 

632 

17 

,475 

^Budget  Classification  Law  of  1954  as  reported  in  the  1954  Parliamentary  Reports,  p,  410,  esta- 
blished for  the  first  time  a  differentiation  between  types  of  expenditures  within  each  ministry.  These 
MptMtttimt  «nt  divided  into  three  c lasses t  I*    Current  expenditures  of  the  non-defence  ministries. 
II,    Capital  expenditures  on  new  equipment  and  coiistruction  not  connected  with  defence,    HI.  Defence 
expenditures,  (fheae  are  separate  from  current  and  capital  but  were  included  under  current  in  the  table 
'fltevtv:  for  laek:  «f  »f ace.^S) 

^President,  parliament,  prime  mdnister,  and  ministries  of  finance,  foreign  affairsj  and  Justice, 
^^fmUmmmt  nttnal  and  internal. 

^Public  works,  agriculture,  national  econosQr,  and  planning. 
^Eealth,  education,  and  social  affairs. 
^^mt»f  tvligraphs,  and  information. 

%ebts,  pensions,  redemption  of  Treasury  bills,  and  expenditures  »f  prsirious  years. 
%ee  Table  44,  p.  167, 

Source:  Compiled  from  Bulletin  Statistique  Trimestriel.  VI  (Troisieme  Trimestre,  1955),  60-63; 
VII  (Troisieme  Trimestre,  1956),  61-64;  VIII  (Deuxieaw  Trimestre,  1957),  45-48j  and  IX  (Deuxieme 
Trimestre,  1958),  49-53.  Beirut. 


d«v«loiMMnc  progrMu  out»ld«  the  ordlaary  budg«t. 

An  «xMln«tloa  of  the  aovMuits  of  govomaMnt  rovoniot  and  w 
pondlturos  between  1954  and  1937  (Table  43}  reveals  chac  the  Utter 
expanded  conaiderably  aore  than  the  fonaer.    Expenditures  for  this 
period  rose  by  almost  75  per  cent  whereas  revenues  expanded  by  only 
34  per  cent.    The  absolute  increase  in  expenditures  between  these 
years  aa»unted  to  U31.2  million  while  the  increase  in  revenues  during 
the  same  period  amounted  to  LL52.5  million.    The  increased  ordinary 
budget  expenditures  were  shared  by  all  government  departments.  That 
the  increased  ordinary  budget  expenditures  between  1954  and  1957  w«r« 
shared  by  all  govemnent  departments  is  shown  in  Table  46.  Defense, 
social  services,  and  economic  activity,  however,  absorbed  the  largest 
shares  of  the  total  increase.    As  can  be  seen  in  Table  46,  defense 
and  internal  security  expenditures  alone  rose  by  LL28  million  between 
1954  and  1957  or  by  about  87  per  cent.    Expenditures  on  economic 
activity  more  than  doubled;  riaing  from  LL18.1  million  in  1954  to 
LL42.9  million  in  1957.    The  relative  percentage  sharea  of  expenditures 
of  the  various  government  departsMmts  are  shown  in  Table  47.  The 
table  clearly  indicates  that  the  economic  activity  category  has  in- 
creased relatively  mora  than  any  other  type  of  expenditure  for  th« 
period,  1954-1957. 
The  public  debt 

At  the  end  of  1956,  the  Lebaneae  public  debt  consisted  of 
LLS5.3  million  in  Treasury  bills  held  exclusively  by  the  BSL  and  of 
LL42.6  million  in  the  form  of  Treasury-guaranteed  advances  from  the 
BSI*  to  certain  government  agencies  with  independent  budgets  and  to 
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■unlclpalltlM.^   Th«  TrMsury  bills  if«r«  lssu«d  In  1949  to  r«pl«nUh 
th«  not«  cover  which  vas  noacly  eoaposad  of  French  franct  and  which 
had  dapraciatad  via-a*vis  cha  dollar.^   Aa  tha  Govamnant  choaa  not 
to  davalua  tha  Labanaaa  pound,  it  had  to  coi^anaata  tha  BSL  for 
loaaas  auatainad  in  tha  aaaats  of  tha  nota  covar.    Although  thay  vara 
■arketable,  thaaa  Treasury  bills  wara  not  takan  up  by  tha  coaiMrclal 
banks  or  tha  ganaral  public.    Tha  billa  ara  of  two  typas:  ona-yaar 
bills  carrying  an  intaraat  rata  of  1  par  cant  and  two-yaar  bills 
bearing  an  intereat  rata  of  1%  par  cent.    However,  there  is  a  Govern- 
■ent  stipulation  in  each  case  that  3  per  cent  will  be  redeeaed 
annually  and  tha  reat  is  renewable  et  the  option  of  the  Ireaaury.  The 
low  interest  ratea  borne  by  these  securities  and  the  lack  of  intereat 
in  thasi  displayed  on  the  part  of  banks  are  probably  the  factors  whieh 
contributed  to  their  not  being  marketed.    As  a  reault,  the  outatanding 
Treaaury  obligationa  reaulting  fron  the  two  issues  have  been  held  by 
the  B8L  ever  since  1949. 

The  International  Bank's  loan  of  $27  Billion  nada  for  the 
developnent  of  the  Utani  project  is  the  anly  external  obligation 
of  tha  Lebaneae  Gevemment  at  preaent. 
The  cash  position  of  the  Treasury 

The  lack  of  covplate  information  on  government  finances  makes 
it  extremely  difficult  to  get  a  clear  picture  of  the  over-all  fia- 
cal  poaition  of  the  Govemmeat.    Svea  though  the  ordinary  budget 

^See  Table  36,  p.  145. 
2 

Republic  of  Lebanon,  Ministry  of  Finance,  Collection  of  taws 
of  Lebanon.  Monetary  Lawa.  Decree  Mo.  581  (Beirut:  December  8,  1949), 
pp.  117-119,  Arabic. 


173 

r«»ulttd  in  aurplusM  for  th«  yMir*  1943-1957  with  th«  exception  of 
1950,  It  !•  not  to  b«  Mcuood  that  thoto  turplusos  ar«  avniUbU  to 
finance  developoent  projects  considered  in  this  study.    It  Is  be- 
lieved that  Tables  46  and  49  present  the  best  available  figures  en 
the  i^ross  assets  of  government  reserves  and  of  the  net  cash  reserves. 

The  cusulative  balance  of  the  Reserve  Fund  at  the  end  of  1956 
aoounted  to  LL180  aillion  (Table  48).    This  asount  is  carried  for- 
ward to  Table  49  showing  the  coi^tosition  of  the  Reserve  Fund.  The 
reserves  of  the  Wheat  Office  and  National  Lottery  were  also  added, 
thus  waking  the  gross  assets  of  the  Reserve  Fund  LL188  million  at 
the  end  of  1956.^  Against  this  sum,  many  obligations  were  incurred. 
Total  non-repayable  expenditures  amount  to  LL35,041,000  while  re- 
payable loans,  though  assets,  further  reduce  the  case  balance  in  the 
amount  of  LL98, 756,000,  leaving  1X55,003,000  in  the  form  of  demand 
deposits  with  the  BSL. 

Cash  balances  of  the  Treasury  amounted  to  LL70  million  at  the 
end  of  1956  while  the  deposits  of  independent  government  agencies 
including  municipalities  amounted  to  LL63  million  (Table  35,  p.  144). 
The  discrepancy  between  the  cash  assets  in  Table  49,  vis.,  LL55 
million,  and  Treasury  deposits  with  the  BSL  for  the  same  period, 
vie,  LL70  million,  is  presumably  due  to  the  LL12  million  sub- 
scription of  Lebanon  to  the  international  a^eacies  which  is  kept  on 
deposit  with  the  BSL.    Although  the  LL12  million  is  included  in 
Treasury  deposits,  this  figure  was,  nevertheless,  deducted  in  order 
to  arrive  at  the  net  cash  position  of  the  Reserve  Fund  in  Table  49 
since  this  sum  is  payable  on  call. 

^All  surpluses  or  deficits  are  carried  finally  to  the  Reserve 
fund,  even  if  in  the  first  instance  they  are  carried  to  ordinary  budget. 
In  this  iaatance,  they  were  obviously  carried  directly  to  the  Reserve 
Fond. 
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TABU  49 

mTus  OF  Govtmaaft  assE&vx  ruMM,  okcembek  1936* 
(teouats  in  ehouMadi  of  UL) 


CROSS  ASSETS:  TOTAL  186.800 

1»  B«Uac«  of  Rosorve  Fund  «t  tho  end  of  1956  130,800'* 

2.  Trnsfor  of  Xoservo  of  Vh4Mit  Offico,  1955  5,000 

3,  Transfer  of  ieierve  of  National  Lottery  3,000 

IN»-SEPATASLE  EXRKDITUEES:  TOTAL  35.041 

1.  Deficit  in  the  account  of  the  Palestine  refugees  6,501 

2.  P«3KBmt  of  World  War  It  d«Mge«  647 

3.  Loans  to  Ministries  of  Foreign  Aifairs  an<i  Delenee  9,207 

4.  Loan  of  one  Month's  salary  to  govermsent  enployees  2,436 
5*  Purchase  price  of  the  telephone  systeei  <^,700 

6.  Deficit  In  the  Telephone  Service,  1952-55  3,550 

7.  Obligations  incurred  by  govemsMnt  wlttout 

appropriations  8,000 

lET  ASSETS:  TOTAL  153^759 

lEPATABU  LQARS:  TOTAL  98.756 

1.  Aaounts  earaarked  as  coacrihutioas  to  XNr« 

lEKD,  and  IFC  12,000 

2.  To  Telephone  Service  8,479 

3.  To  national  Litani  Service  5,000 

4.  To  Agricultural,  Industrial,  and  Real  Estate 

Bank  2,000 

5.  To  Beirut  Water  and  ileccrlcity  Service  43,950 

6.  To  aunicipalitiee  2,680 

7.  TO  Rational  Reoonstruction  Office  24,647 

CASH  ASSETS:  TOTAL  55.003 


Source:  'Coaipiled  froa  United  Nations  Relief  and  Works  Agency 
for  Paleetine  Refugees,  Quarterly  Bulletin  of  Econonic  Develowent. 
»o.  13  (Beirut:  April,  1956),  p,  238}  Republic  of  Ubenon,  Parlia- 
■entary  Reports.  1935  (Beirut:  1955),  pp.  34-38,  642,  Arebicj 
Republic  of  Lebanon,  Hinistry  of  Finance,  Proposed  Budget  for  1958 
(Beirut}  1957),  pp.  173-175.  Arebic. 


^Based  on  Table  48,  p.  174. 


Aemiatle  financial  rft^ulreinents  for  all  projects  in  th«  dtt- 
velopnmt  i^rogrM  «Muat  to  LL187  million.    fhM*  A  of  th»  Lit«il 
Project  require*  an  average  of  about  LLIO  millloa  1b  each  of  ch«  six 
eooatruatlon  /ears;  the  averaft*  annual  raq^uixaiaeucs  on  other  prejacta 
anount  to  IU8  nilllon  for  seven  years,    fteferenca  to  Table  33  shows 
chat  these  averages  represent  a  much  hlj^er  rote  of  e:ipendit:ures  in 
the  early  years  than  in  later  ysars.  . > 

Before  considering  the  tiaing  of  doiaeatie  finance,  the  various 
potential  sources  of  dooestic  funds  laust  be  exaaaiued.    TUcse  aourcas 
include  the  Reserve  F^nd,  anticipated  future  additions  to  the  fund, 
tha  sale  of  State  property,  additional  taxes,  and  debt.    The  decision 
to  use  any  or  all  of  these  sources  nust  be  based  on  the  adequacy  of 
funds  as  well  as  on  the  anticipated  effects  expected  frra  the  use  of  each. 

The  Reserve  Fund 
In  the  determination  of  how  the  burden  of  finance  should  be 
allocatad,  account  mist  be  taken  of  tha  existing  fiscal  and  budgetary 
structures  of  Lebanon.    The  government's  policy  appears  to  have  been 
to  maintain  current  receipts  In  excess  of  current  expoudlturos.  This 
objective  prevailed  from  19A3  to  1957.    With  the  exception  of  1950,  the 
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Gafv«n«cit  realissd  lurplusM,  cr«dlt«d  to  th«  iMorv*  fvmi»  wbittli 

2 

Mnaae«4  f  U.188.8  «t  th»  «a4  •£  1936.     With  •ueh  «b  •ecianUtod  tar* 
plus,  on*  odght  b«  isclliMid  to  propoM  that  th«  d«v«lopmmt  prograa 
b«  fiaMc«d  •atlraly  irom  thm  BM«rv«  rund.    Tksr*  !•  no  doubt  tbot  o 
Urgo  portion  of  tho  prograa  con  ond  should  bo  f Inaneod  froa  this  fund. 
In  foot,  that  it  what  hot  actually  boon  proposed  by  tho  Govomaont. 

^         :  Tho  ParliOMnt  fiitai  •  tir  ««^oad>or  30,  1953,  authorising 
tho  Troaoury  to  advaaco  tha  Wattraal  Lltanl  Offlea  tha  sua  of  LL60 
ailllon  ovor  a  porlod  of  aix  yoara«  an  avaraga  of  LUO  aillton  a  yaar. 
flila  wmm  ia  to  bo  takos  ttm  tbo  Bmoxvo  toad,    tn  addition.  \mn  hava 
baaa  passod  appropriating  funds  for  all  tho  projocts  listod  ia  tabla  31, 
pago  125*  alao  to  bo  f laaaeod  ttm  tho  teaonro  Puuk,   Continuing  projocta 
bwro  aliMiya  boon  f inaneod  ttm  tho  latorvo  fteid. 

'  tithor  of  tho  throo  parts  of  tho  dovolopaont  progroa  aight  con* 
OOivablf  bo  f inaneod  froa  tho  &os«rvo         if  it  wore  tho  only  develop* 
aoat  progroa  proposed.    Ixclusivo  reliance  on  the  loservo  Fund  to 
finance  the  whole  dovelopaent  progroa  is  out  of  the  fuostion. 

Tho  so-eallod  surplus  fund  is  deceptive,   tta  tiae  and,  there* 
fore,  the  availability  of  funds  veuld  be  substantially  reduced  if 
proper  aooount  wore  takM  of  tha  nature  of  its  asaota*   tim  atatua 

ii  tlM  laaotvo  rund  ia  proaoatod  in  fable  49  (page  175),  Inaofkr  aa 
it  can  be  ascertalaed  froa  available  data.    Total  assets  of  the  loservo 

^Xn  1930  the  Lebanoso-Syriaa  Custoas  ITnloo  was  dissolved.  A 
sharp  decline  in  the  level  of  econoale  activity  occurred.  Revtmues 
especially  froa  indirect  taxes  declined  resulting  in  a  net  deficit  in 
the  Ordinary  Budget  of  U.1.2  aillioa. 

f^m,    ^i*bU48,  p.  174.  '-'''K 
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U  Coamerce  du  Uvant  (Beirut)  February  29.  1954. 
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Fimd  on  December  31,  1956  were  U.188.8  millltm.    Of  this  anount  tJL3S 
■lllloa  had  been  allocated  to  projeeta  and  vara  aon-r^ayable}  and 
U.98.8  million  had  been  allocated  for  financing  projects  and  were  to 
be  repaid,  leaving  an  unallocated  balance  in  the  fund  of  LLSS  million 
which  ia  k^t  in  the  form  of  deposits  with  the  BSL.    To  this  surplus 
of  LLSS  million  shiouiii  be  Adiiad  LL2.3  ailiion  a  year^  (a  total  of 
LL16  million  for  the  seven-year  construction  period)  that  wmld  b« 
made  availi^le  from  repaymaats  of  loans  made  from  the  lasarve  hmi» 
While  there  is  no  amortisation  schedule  for  all  loans  made,  only 
fragmentary  date  being  available,  it  is  estimated  that  a  total  of  U.71 
million  (sttTplus,  1135  milllMi  and  loans  to  be  repaid,  LL16  million) 
is  available  for  the  local  financing  of  projects.    a>viously,  then, 
the  local  financial  re^irsoMmts,  vis.,  1X187  million,  cannot  be  met 
by  the  Reserve  limd  as  it  stood  at  the  end  of  19S6. 

Budget  surpluses  have  been  realised  in  most  years  since  1943. 
If  the  prospects  were  for  continued  surpluses  it  would  be  possible 
to  rely  exclusively  <m  the  Reserve  Fund.    As  a  matter  of  fact, 
govemmrait  sources  In  predicting  in  1954  that  an  annual  ausplus  in 
the  magnitude  of  LL12  million  could  be  •xpaetad  to  materialise  in 
the  ionediate  succeeding  years  really  underestimated  its  sise.  The 
actual  Sttcplusea  irtiich  wera  divartAd  to  the  Reserve  fund  exceaded  this 
amount.    <Saa  Table  48,  p.  174.) 

&ace&&  ttOv«muMii4t  ctf^rts,  ha««ver,  »how  chat,  tarn  surplus  is 
declini&g  fapldly  a&U  therefore  lIm  ioaaav  Mtimattt  oi  the  siko  of 
the  ordln&xy  budg&t  surplus  (LL12  allXion  cnfou^Ily)  cuuMt  be  Mcapted 
for  the  iBBiediate  future.    This  is  evidoit  from  the  aoveaieats  of 

^Republic  of  Lebaaou,  yarliaaentary  aeaorts.  1954  (Balrutt 
1934),  p.  856.  Arabic. 
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r«Tttnutt«  and  •xp«ndieur«s  In  recent  y««rt.    fot  taumfl*,  b«tw««n  1954 
and  1957,  eaqpendlturea  rose  from  LLlll  nllllon  to  U.192  ■illlon  (an 
increaae  of  alaoat  75  par  cent)  whlla  ravenuea  for  the  aaM  period 
roae  fron  LL157.4  nllllon  to  LL210  million  (an  Increaae  of  only  34 
par  eant).^    It  can  alao  be  abown  that  aa  a  reault  of  tbeae  moveaenta 

tba  ordinary  budget  surplua  deereaaed  fron  1X30.6  million  In  1956  to 

2 

U.17.4  million  In  1957  (a  decreaae  of  43  per  cent.)     further  evidence 
Indlcatea  a  continued  curtailment  of  the  aurplua.    It  la  pertinent  to 
mention  In  thla  connection  that  the  government  is  facing  the  problem 
of  higher  pay  for  its  now  meagerly  paid  technical  and  other  employeea. 
There  are  addititmal  variablea  to  be  conaldered  auch  aa  increaaed  ex- 
penditurea  for  defenae  and  the  ever>expanding  government  activitiea. 
Defenaa  and  internal  aecurity  eiqpenditurea  alone  increaaed  by  87  per 
cent  from  1954  to  1957.^   All  thla  maana  an  increaae  in  current  ex* 
penditurea  vhich  will  draatieally  reduce  the  aurplua  or  perhapa  even 
wipt  it  out.    The  coneluaicn  la  that  aoae  of  the  liU16  million  can  be 
relied  upon  to  come  from  government  aurplvaaa  evar  the  eenatruetioa 
period.^ 

If  thla  analyaia  la  correct,  it  would  mean  that  in  addition  to 
LL55  million  available  from  already  axiating  reaarvea  and  the  ZX16 
million  available  from  repayaenta  of  loana  made  by  the  Reserve  Fimd, 
an  additional  sum  in  the  vicinity  of  XX116  million  will  have  to  be 
financed  by  other  means. 

4able  43,  p.  165.  ^Ibfd. 
%able  46,  p.  169. 

^In  a  recent  intervimr  (Deceadter,  1959)  with  Meaara.  Sanbar 
and  Brakel  of  the  International  Bank,  the  writer  was  informed  that  pre- 
liminary estiaates  for  1959  place  the  Ordinary  Budget  aurplua  at  leaa 
than  U.300,000. 
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-'  lale  o£  St«t«  Property 
Om  pos«lbl«  aourcs  of  funds  Is  fron  th«  ssls  of  govMWMtt* 
ownsd  pr^srty.    This  Is  valusd  at  LLSO  atilllMi.^   Whlls  salos  h«v« 
be«n  mada  (Incoua  from  this  sourea  anountad  to  LL494,000  In  19S3( 
XJL784.000  in  1954,  and  LL619,000  In  1955) »^  it  would  ba  nacassary  to 
sail  all  govamment'ownad  jproparty  to  obtain  a  substantial  part  of 
tba  additional  LL116  Billion  naadad  In  this  vay*  ' 

'     Ivm  if  tha  GovanuMttt  dacldad  to  sail  this  proj^rty.  It  Is 
fairly  eartaln  that  tha  procaads  would  go  for  tha  araetlon  of  govam- 
MMU  bulldlnss  to  housa  tha  varioM  ■lalstrlas  now  soattarad  ia  dif- 
farant  parts  of  tha  City  of  lairut.'  Baeausa  of  eMs  coasidaration, 
tha  sala  of  gcvamoant  proparty  Is  not  a  vary  ral labia  sourca  of  funds 
for  tha  financing  of  tha  davelopaant  prograa. 

tha  foragolng  analysis  indleatas  that  tha  raaoureas  of  tha  . 
Basarva  Fund  ara  not  sufflelant  to  nwat  all  tha  rafulraaants  of  tha 
davalopMMt  prograa.    It  was         eoncludad  that  sala  of  govamnant 
proparty  cannot  ba  eonsldarad  avallabla  for  financing  tha  davalopnant 
projacta.    Othar  aaaas  of  loe«l  fiaanca  aaad  to  ba  iaYaatl9ata4*  Ona 
passtbla  aatkod  is  throng  ineraasad  taxaticm. 

Tha  aajor  part  of  govamaant  ravanuas  is  darlvad  froa  lavlas 
on  consuaptlon  which  taka  tha  fora  of  axclsa  taxas  and  liqport  dutlaa. 

^R^ubllc  of  Labanon,  Pfyliaaan^ary  Reports.  195?  (Balrutt 
1953),  p.  411.  Arabic 

^Bapubllc  Lebanon,  Prososad  Budget  for  19?8  (Balrutt  1957), 
p.  166.  Arabic. 
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Bapublie  of  Lebanon,  Farllaaantary  Reports.  1953  (Beirut: 
1953),  p.  379.  Arabic. 
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It  !•  Mcatsary  at  th«  outt«t  to  ttat*  the  historic  rollancc  on  In- 
diract  r«v«au«t  In  Lebanon.    In  tlM  first  plaea,  thara  la  a  ganaral 
faallng  In  govanuMmt  eirdaa  that  Labanon,  balng  a  trada  and  coBBiarelal 
cantar,  cannot  afford  to  plaea  haavy  taxes  on  the  cooBarelal  and  fi- 
nancial sactora  considered  to  be  the  of  the  Lebanese  econooy. 
Secondly,  the  collect itm  of  direct  taxes  requires  an  honest  and  highly 
davali^ad  tax  adninistratloa. 

Althou]^  it  is  itard  to  arrive  at  aee«r«t«  astlMtas  of  ]»er- 
centage  of  national  incooe  taken  In  tax  revenue  from  year  to  year  be* 
amae  aaay  ■unlcij^alitles  and  Independent  budgets  are  not  published, 
SOM  data  are  available  for  1953  and  1955.    In  1953,  current  tax 
revenues  of  the  central  govemaent  and  the  najor  ■unlcipalltlas  amounted 
to  LL150  ailllon,  or  LLlll  per  capita  on  the  basis  of  a  population  of 
1,353.000.^   With  a  net  national  product  of  LU,137  ■illion  In  the 
aatsa  year,  tax  revenues  representi«d  about  13  per  emt  of  net  national 
preduet.    It  has  been  eatlmitad  that  per  capita  tax  revenue  amounted 
to  LL130  in  1955.^    With  a  population  of  1.4  million  in  1955,  total 
tax  revenue  could  be  estlMtad  at  LU82  ailliao.    Witli  •  national 
product  of  LL1,303  million  in  1955,  tax  revenues  represented  about 
13  per  cent  of  net  national  product.    This  ratio  seems  small  in 
conpariaon  with  that  fotmd  in  more  progressive  countires  end  should 
be  increased  in  view  of  the  li^portance  of  public  savings  to  the  de- 
velopment program. 

Whether  taxation  can  absorb  a  higher  percentage  of  national 

^United  nations  telief  and  Works  Agency  for  Falastine  Refugees, 
Quarterly  Bulletin  of  gconoaie  Development.  No.  13  (Beirut i  April 
1956),  p.  253.  ' 

^R^ublle  of  Lebanon,  Parliamentary  Reports.  1955  (Beirut t 
1955),  p.  576.  Arabic. 
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lncon«  d«kp«n<ls  u^on  (I)  thm  prosptcta  for  a  chang*  In  attitudaa  of 
tbm  (2)  thm  awuucM  tak«t  by  tho  Govammant  for  afcrict  an* 

jRMseat  of  aatlatlng  tax  Iwa,  aad  (3)  tha  adoption  of  a  tax  atructtira 
ravisad  to  Induda  staapar  diraet  tax  rataa.    Tha  third  condition  ia 
nacaaaary  ia  apita  of  tha  following  view  eacpresaad  by  tha  ParlioMntary 
rinanca  Coanittaa:    "...  an  ineraaaa  in  rovanuoa  through  ad« 
ditional  taxea,  va  rajaet  .  .  .  eoaqilataly."^    However,  tha  poaitlon 
here  t^en  concerning  atrict  Mtforceaent  of  exiating  tax  lawa  does 
confom  with  the  views  of  the  ParliaiMntary  Finance  Coonittee  which 
b«s  sjqiressad  Itself  fsversbly  toward  greater  equity.^ 

UadetAtedly,  sonm  of  the  iiie«|ttitles  can  be  corrected,  aad  la* 
orassed  revenues  can  be  reelised  through  the  introduction  of  efficient 
sdministrstive  oMichinery  for  assessaeat  and  for  collection,  es- 
pscislly  of  direct  taxes.    Svasion  of  direct  taxes  is  e  serious  pro- 
him  in  Lebanon.    Infomed  opinion  holds  that  if  aa  effective  systsa 
of  tax  collection  were  enforced,  revenues  froa  the  Ineoite  tax  under 
tb«  existing  systen  would  increase  by  SO  per  cent  or  between  L&d 
nllllon  and  IXiO  ralllion  a  year.'  Aa  ladioatioa  of  the  laxity  with 
which  the  tax  laws  are  enforced  in  Lebanon  Is  stioim  by  the  fact 
that  the  land  tax  enacted  in  1951,  supposedly  to  beeone  effective  in 
1953,  Is  still  not  operative. 

While  the  writer  dees  not  agree  with  the  ParliazMoitary  Pinaaee 
CooBlttee  that  au  increase  in  revenue  through  sddltional  uxes  must 

^Ibld..  p.  30. 
^IfeM.,  p.  30. 

^Republic  of  Lebanon,  farliaaentarv  tesorts.  1933  (Beirut: 
19S3),  p.  397.  Arabic. 
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b«  r*J«ct«d,  he  !•  of  th*  oplniim  that  r«fom  In  tax  adninlstratlon 
■uat  prae«4«  a  ehaaga  in  tax  atructur*  if  it  ia  to  ba  affaetiva.  How* 
avar^  bacauaa  of  tha  political  potiar  wialdad  by  tha  waalthiar  paopla*- 
and  thay  ara  at  tha  hals  of  tha  Govamaant— raforms  such  aa  thoaa 
auggaatad  abova  will  ba  difficult  to  achiava. 

Doaaatic  Dabt 

Sinea  aufficiant  doaaatic  funda  aaadad  to  financa  tha  davalep* 
■ant  prograa  ara  not  likaly  to  bacoaa  available  through  tha  &esarva 
fted,  froa  tha  aala  of  govamaant  property,  iwr  froa  tha  iapoaitien 
of  additional  taxaa,  it  will  be  neceaaary  to  increase  the  public 
debt.    The  possibility  of  borrowing  the  neceaaary  funda,  vis.,  LU16 
aillion  over  the  seven-year  construction  period,  aust  now  be  invaatigatad. 

Dr.  Albert  Badre  of  the  Aaerican  Univeraity  of  Beirut  haa 
analysed  at  aoae  length  the  probleaa  and  proapacts  for  floating  a 
public  dabt  in  Lebanon.^    Although  he  suggests  that  between  "U.20 
aillion  and  LL30  aillion  may  be  raised  annually  by  means  of  a  public 
debt,**'  ha  liats  tha  following  obstacles  that  face  the  flotation  of 
aaricatable  government  securities  in  Leb«ion: 

1.  The  lack  of  "confidence  in  the  ability  of  the  govemaent, 
or  in  the  business  ability  or  integrity  of  its  officials"  is  auch 
that  the  atteapt  to  fleet  a  public  debt  in  Lebanon  haa  not  been 
aucceaaful. 

2.  The  fear  that  '*the  BSL  may  doainate  govemaent  loan  policy 
which  would  not  be  deairablc  in  view  of  the  private  interests  trtiich 
doainate  that  institution."    ^is  fear  is  Justified  by  the  fact 
that  there  is  an  agresaent  between  the  BSL  and  the  Govemaent 

^Albert  Badre,  "Econoaie  Develo^sent  of  Lebanon  with  Es^hasis 
on  Finance/'  (Ui^ubllshed  Ph.D.  dissertation,  Oepartaent  of  Econoaics, 
State  Univeraity  of  Iowa,  1950). 

^Ibid. .  p.  202. 

%id..  pp.  208-213. 
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which  d«cl«rM  th«  totamt  to  b«  th«  fiscal  agmt  of  thm  GoYcrn- 
Mnt,  the  sole  agent  for  the  Issu*  of  currsney  and  for  floating 
a  public  d«bts7 

3.    "The  market  rate  of  interest  In  Lebanon  tends  to  be 
rather  high"  which  would  make  debt  servicing  costly.  Z^en 
conmercUl  baidcs  pAj  as  high  as  4  ft  cent  interest  on  demand 
d^sits.    Under  such  circumstances  it  is  unlikely  that  either 
censercial  banks  or  individuals  would  be  willing  to  absorb  an 
issue  of  government  securities  at  anything  like  a  reasonable 
rate  of  interest^ 

Badre  suggested  some  solutions  to  these  obstaolea.    The  first 
obstacle  could  be  **overeome  by  means  of  budgetary  reforms,  public 
audit»  and  heavy  publicity."^    The  second  obstacle  could  be  dealt 
with  by  reordering  negotiations  with  the  BSL,  thus  making  it  confen 
to  government  lean  policy.    The  third  obstacle  "must  be  attacked  by 
a  deliberate  policy  of  cheapening  credit  and  by  providing  a  special 
fioaacial  inducement  for  the  public  to  lead  .  .  .  funds  used  for 
purchase  of  government  bonds  must  be  exempt  from  income  tax."* 

Badre  concludes  that  the  government  will  not  have  difficulty 
la  securing  the  needed  funds  through  a  public  lean.    la  reality,  how- 
ever, it  may  prove  very  difficult  to  sell  any  securities  to  the 
public.    Badre* s  study  was  made  la  1950.    Condltloas  for  the  floata- 
tions of  public  loans  were  not  then,  nor  are  they  new,  favor^le. 

In  the  first  piece,  it  should  be  stated  that  the  leek  of 
confidence  in  the  Goveraaeat  is  deeply  rooted  in  the  social  pattern. 
It  Is  en  instltutioaal  problma  aad  it  is  doubtful  whether  it  eaa  be 
overcome  by  the  type  of  reforms  suggested  by  Badre.    Although  loatters 
have  noticeably  Improved  since  the  days  of  colonUlism,  a  geaeratioa 
of  patience  and  honest  performance  on  the  part  of  public  officUls 

^Ifeid-.  p.  348.  ^Ibid..  p.  349. 
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My  b«  r«4uir«d  b«for«  tkis  dlstruat  Is  dispelled. 

.  .  .  Th«  OttoMn  sad  Msndatory  sdBinlstratimi  had  Uft  thslr 
legacy  la  the  nlnd  of  the  public.    The  femer  had  bcM  In- 
different about  socio-economic  affairs,  ^lle  the  French  had 
sought  to  further  only  Interests  favorable  to  their  own.  Both 
had  planted  a  deep  suspicion  and  hatred  of  public  authorities 
in  the  Binds  of  the  pMple  which  cannot  disappear  quickly.  1 

In  the  second  place,  re-ordering  of  negotiations  vith  the  BSL 
■ay  be  difficult.    The  BSL  still  operates  unter  the  1939  eonventiOTi 
vith  no  prospects  for  change  in  its  basic  structure  until  1964. 

Furtheraore,  there  is  still  a  decided  preference  on  the  part 
of  savers  to  invest  in  real  estate  and  in  coasaercial  enterprise^ 
vhere  returns  are  high  and  quick.    A  aoney  and  capital  Mrket  that 
could  attract  national  savings  and  transfer  these  for  investaent  in 
developMnt  projects  is  therefore  still  lacking. 

In  spite  of  these  adverse  conditions,  it  is  iapossible  to  pre- 
dict the  extent  to  vhich  govenoMnt  securities  night  be  ebsorbed  by 
the  public.    Perh^s  the  GovennBent  should  test  the  Mrfcet.    On  the 
other  hand,  the  only  thing  in  the  way  of  a  precedent  ia  an  attenft 
■ade  in  1949  to  introduce  Treasury  bills  into  the  aerfcet  when  the 
Govemoent  had  to  conpensate  the  BSL  for  develuation  losses  sustained 
ia  the  note  cover.    The  bills  were  narketable  and  an  effort  wes  aade 
by  the  BSt  to  sell  then.    But  this  sale  did  not  aaterialiae  for 
essentially  the  saae  reasons  stated  by  Badre.    Conditions  have  not 
changed  significantly  since  1949,  and  there  is  no  reason  to  assusa 
that  govemnent  securities  will  be  purchased  by  the  generel  public 

^A.E.  Mills,  "Ecottoaic  Change  in  Lebanon,"  mddle  Bast 
iconowlc  Papers.  1956  (Beirut:  American  University  of  Beirut, 1956),  p.  94. 

2 

Peul  Klat,  "The  liiture  of  Econoaic  Developaent  ia  the  Areb 
Vorld,"  Middle  East  Econoaic  Paaers.  1956  (Beirut:  Aaerieen  Oniverslty 
of  Beirut,  1956),  p.  61. 


any  mov  readily  now.    Th«  CiovamnHmt  will  hava  to  raaort  to  othar 

eutlata  for  ita  aacuritlaa. 

Ona  auch  poaalbllity  la  to  borrow  from  Inaurance  eoaqpanlaa. 

Thaaa  coopaniaa  ara  raqulrad  undar  tha  Inauranca  law  of  1936  to  kaap 

raaanra  daposita  with  a  govamnant-approvad  bank.^    In  vlaw  of  tbla 

roqulraaant,  the  Chalraan  of  tha  Parllamantary  Flnanca  Coonlttaa  ax- 

fraaaad  tha  following  vlaw: 

Intamally,  loana  will  ba  pregraaaivaly  aaalar  to  float 
•apaclally  aftar  the  coming  into  forea  of  tha  naw  Inauranca 
law.    Thia  law  in  affact  raqulraa  inauranca  conpaniaa  to  in- 
vaat  part  of  thalr  funds  in  Lebanon.    Their  repraaantatives 
aaaura  ua  that  tha  cotapaniea  they  repreaant  will  acc^t  for 
purchaaa  State-guaranteed  bonda  at  3  per  cent  interest.  Ihera 
la  no  reason  why  they  should  not  buy  bonds  issued  by  the 
Lebaneae  Republic  at  3  per  cent  intereat.2 

Contrary  to  thia  view,  it  seaais  reasonable  to  auppose  that  if 

insurance  coa^anias  ara  to  be  Induced  to  keep  their  required  reserves 

in  GovenuMmt  securities,  then  those  securities  amst  bear  eoHpatitive 

ratea  of  interest  and  3  par  cant  la  insufficient.    Even  cash  deposits 

which  fulfill  the  legal  requirenenta  of  tha  Insurance  law  earn  froai 

3%  to  4  par  cant  interest.    Tha  low  rata  of  intaratt  quoted  by  tha 

Chairman  of  the  Parliaaantary  finance  Coamittee  and  hie  suggestion 

that  the  iaauranea  eoiipanies  keep  their  reaarves  in  tha  fon  of 

govenuMnt  securities  would  lisiit  the  scope  of  their  invastaant  and 

^The  Insurance  Law  of  1956  raquirea  "all  Inauranca  companies, 
foreign  and  dooMstic,  operating  in  the  country,  to  post  guaranteea 
in  tha  fon  of  cash  deposits  or  other  approved  securities  to  be 
k^t  in  GovenoMnt-approved  banks,  in  the  value  of  1X50,000  for 
life  insurance  and  LL25,000  for  each  other  branch  of  insurance.** 
rurthemore,  "life  insurance  conpanies  must  retain  In  Lebanon 
assets  equal  to  100  per  cent  of  the  mathematical  reserves  against 
outatanding  life  inauranca  policies.    Tranaport  inauranca  must 
keep  25  per  cent  of  the  preceding  year's  premiums,  and  all  other 
kindo  of  insurance  must  keep  40  per  cent  of  the  preceding  year's 
premiums."    Insurance  Law,  February  3,  1956.    Art  idea  6  and  9. 
Official  Caaette,  Ho.  6  (Beirut:  February  8,  1956),  pp.  54-58.  Arabic. 

^Le  Conmerce  du  Levany  (Beirut)  January  28,  1956. 
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restrict  the  number  of  insurance  conpeaies  operating  in  Lebanon.  If 
insurance  companies  are  to  be  inihiced  to  ab8o:d>  a  portion  of  the  1X116 
nillion  needed  by  the  developtaent  prograia  they  must  be  offered  govern* 
mmxt  securities  on  favorable  terns.    Nothing  is  known  abcmt  investoeat 
outlets  that  presMitly  absorb  insurance  funds  but  it  is  certain  that 
there  is  no  prospect  of  diverting  any  of  these  ftmds  to  govemaent 
securities  on  the  basis  of  the  tesM  and  conditions  stated  by  the 
QialnMB  of  the  ferllaawntary  Finance  Comnitte**  j 

The  Govemnent  will  have  to  turn  to  the  BSL  and  to  other 
banks  for  the  needed  1X116  million.    This  could  be  achieved  by  re- 
quiring the  banking  system  to  hold  reserves  in  the  form  of  Govemnent 
securities.  I 

The  acquisition  of  government  securities  by  the  banking  system 

poses  et  least  one  iiqportant  problem  which  must  be  faced.    Since  the 

banking  systm  maintains  what  is  considered  exeese  ll^piidlty,  ranging 

between  30  per  cent  and  SO  per  cent,  the  holding  of  gevsrnment 

securities  would  be  possible  on  the  basis  of  a  reduction  in  this  11* 

quldlty.    Ike  banking  syst«B  would  increase  dq^lt  liabilities  in  the 

amount  of  government  securities  it  was  required  to  absorb.    But  because 

of  the  lack  of  public  acceptence  of  government  securities  these 

securities  would  probably  not  provide  liquid  assets  for  the  banking 

system  as  a  whole. ^    Individual  banks  may,  however,  attain  liquidity 

through  inter-bank  sales  and  purchases  of  govemnent  securities. 

^Another  problem  to  be  faced,  although  not  directly  related. 
Is  the  fact  chat  connercial  bairics  other  than  the  BSL  pay  as  much  as  4 
per  cent  interest  on  demand  deposits.    This  should  be  reduced  by  law 
to  a  rate  not  exceeding  that  paid  on  goveruinent  securities.  Otherwise 
the  acquisition  of  these  securities  would  have  the  effect  of  exerting 
pressure  on  henks  to  ke^  their  assets  in>riclng  and  could  easily  lead 
them  into  making  unduly  risky  investments.    This  situation  might  v«ry  m 
well  have  the  effect  of  shaking  the  eonlldance  of  the  public  in  the 
banking  system. 
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Ftotdt  Bight  b«  afforded  the  Governaent  ma  required  by  the  in* 
peeltioB  of  a  epeeiel  reserve  re<|uireaent  to  take  the  fon  of  Govern* 
■ent  •eeurity  holding*.    This  epeeial  reserve  would  be  based  on  the 
banks*  deiK>sit  liabilities.    Since  the  BSL  occupies  the  unique  position 
of  fiscal  agent  of  the  Governaent  and  a  Bank  of  Issue,  it  would  he  ; 
natural  for  the  BSL  to  assume  a  greater  role  in  absorbing  governaent 
securities  than  other  private  banks.    Should  this  speeial  reaerve  re- 
quirenent  in  any  bteak  get  out  of  line  because  of  an  inereaae  or  de- 
crease in  deposit  liabilitica,  the  banks  would  have  to  conduct  sales 
and  purchases  of  ••euritiea.    Za  this  way,  a  market  for  govemnient 
securities  will  gradaally  develop. 

While  the  total  aaount  to  be  borrowed  is  LL116  aillion,  the 
eaount  to  be  borrowed  in  soae  years  is  greater  than  in  others.  Ths 
annual  needs  for  doaestic  funds  cooqpared  to  the  anounts  available  on 
a  construction  year  basis  are  presented  in  Table  50.    The  assuaptioa 
ia  that  the  progrea  will  be  financed  principally  with  already  avail- 
able reaerves.    Although  it  is  possible  to  use  all  the  aaaets  of  the 
Reserve  Fund  before  resort  is  made  to  borrowing*  the  table  shows  that 
borrowing  atarts  frea  the  first  year  of  coaatniction.    This  is  thought 
to  be  advisable  since  heavy  concentration  of  debt  in  any  one  year 
aight  exert  en  undue  preaaure  on  banka. 


189 


CHAPTER  IX 

FOUXfiM  FIHAMCUiG  OP  THE  DEVELOPMEHT  PROGRAM 

Total  outlays  la  foralgii  fund*  rofuirod  by  th«  Lltaai  and  by 
otlMr  axtraordlaary  aa  wall  aa  going  projactt  ara  aatlaatad  at  about 
LL208  aillloa.    In  thla  ehi^tar,  tba  various  soureaa  of  funds  for 
■aatittg  tbaaa  foraiga  eurraaoy  ra^lraaaitts  vill  ba  dlacussad. 

SaeurlBg  of  feralgn  aswhanga  to  pay  far  eaipltal  laports  Is  oaa 
of  tha  basle  fr<^laas  of  davalopaMmt  in  tmdardavalopad  countriaa. 
Sinca  tha  Litani  and  othar  davalopaaat  projacts  ara  govamMint* 
sponsorad,  tha  problw  of  raising  tha  aacassary  foraign  axchanga  ra- 
quiraoants  bacoMS  tha  rasponsibility  of  tha  Govamaaat  of  Lebanon. 

Total  foraign  axehaaga  raquirsaants  of  tha  davali^paaat  prograsi 
CLL208  Billion)  ara  aquivalant  to  about  $64  aillion.    Of  this  aaeunt, 
$27  million  hava  baan  mada  availabla  by  tha  latamatiooal  Bank  for 
Raconstruetion  and  Davalopaoat  to  finanea  Phasa  A  of  tha  Litani  projact» 
and  LL19.4  nillion  or  tha  aquivalant  of  $6  aillion  hava  baan  aade 
availabla  by  tha  Unitad  Stataa  Covaraiant  for  various  othar  projaets* 
This  laavaa  a  total  of  apprmlaataly  $31  aillion  to  ba  finaaead  froa 
othar  soureas. 

Potantial  soureaa  of  foraign  funda  iacluda  (1)  loans  frea  tha 
Xntamational  Bank  for  Raconstruetion  and  Davalopaant,  (2)  private 
invastaeat,  (3)  loans  and  grants  froa  foraign  govamaants,  and  (4)  tha 
Lebanese  6ovemMint*s  earnings  of  foreign  exchange. 
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■  191 
Xntenuitloiuil  Bank  for  Reconstruction  and  Devcloinaont 
Since  Lebanon  is  a  meiaber  of  the  Intemetlonel  Bank,  it  should 
look  to  that  institution  for  loan  assistance.    In  fact,  since  1948  the 
Government  of  Itebanon  has  been  in  alaost  continuous  consultation  vith 
the  International  Bank  concerning  developsent  loans. ^    In  August,  1955, 
the  International  Bank  announced  it  had  granted  the  Lebanese  Govern- 
■ent  e  loan  of  |27  ■illim  for  the  developoent  of  Phase  A  of  the 
Liteni  liver  frejeet.    The  question  is:  can  Lebanon  depend  on  ad* 
ditional  loans  froa  the  International  Bank  to  help  finance  the  remaining 
131  nillion  needed  for  the  developnent  program?    It  seems  highly  im- 
probable that  the  Bank  will  entertain  favorably  any  further  request 
from  Lebanon  at  this  tiiM.    In  the  first  place,  the  927  million  is  the 
first  external  debt  of  the  Lebanese  Government  and  will,  therefore, 
be  the  first  test  of  its  credit  worthiness.    Lebanon  must  demonstrate 
its  ability  to  service  and  repay  the  debt  prior  to  requesting  ad- 
ditional funds  from  the  Bank.    In  the  second  place,  the  resources  of  the 
Bank  are  limited  and  the  demands  on  it  are  large.    The  $27  million 
lean  very  probably  represents  all  Lebanon  can  expect  to  receive  in  the 
near  future.    And,  finally,  the  Government  of  Lebanon  has  made  no 
application  for  further  loans  from  the  Intematlmial  Bank  and  has  given 
no  indication  that  it  will  do  so. 

frlvate  Verelgn  Loans 
frlvate  Investment  may  be  either  in  the  form  of  direct  invest- 
ment or  of  portfolio  lending.    The  latter,  which  played  a  doednant 

^8ee  International  Bank  for  Reconstruction  and  Development, 
Fourth  Annual  Report.  1948-1949  (Washington:  1949),  p.  32;  Tenth 
Annual  Report.  1954-1953  (Washington:  1955),  pp.  31-32. 


role  In  th«  latemational  financing  of  economic  development  prior  to 
the  depression  in  the  1930* s,  bee  not  become  Inslgnlflcent.    Aside  from 
the  painful  experience  of  private  Inveatora  with  foreign  loans  In  the 
1930's,  unstable  political  and  economic  conditions  In  the  world,  par* 
tlcttlarly  In  underdeveloped  countries,  act  as  deterrents  to  the  re* 
vlval  of  International  private  lending  on  any  significant  scale.  In 
particular,  the  underdevel^ed  Middle  last  Is  in  a  continuous  state 
•f  political  tunwll.    Governments  come  and  go  and  because  of  this 
instability  foreign  Investors  cannot  rely  on  the  guarantees  of  govern* 
ments.  ^ '  - 

In  the  post*Vorld  War  II  period,  private  foreign  lending  has 
usually  been  between  countries  which  maintain  close  monetary,  po» 
litlcal,  and  comnercial  relations.^    The  recent  uptrend  in  U.  S. 
private  Investment  abroad  bears  no  relationship  to  direct  lending  te 
foreign  governments.    Private  foreign  investment,  particularly  in 
backward  countries,  has  been  confined  to  the  "extractive  industries** 
oil  fields,  mines,  and  plantations  producing  for  the  export  market. 
Since  the  development  pregrM  in  Lebanon  is  in  the  nature  of  "social 
overhead  investment,"  it  is  not  the  type  te  attract  direct  invest- 
Mat  of  foreign  capital.    On  the  basis  of  the  foregoing  discussion 
it  would  seem  highly  unlikely  that  a  Lebanese  Government  loan  could 
be  successfully  floated  abroad.    Private  foreign  loans,  therefore, 
should  be  ruled  out  as  a  possible  source  of  funds  for  the  financing 
of  economic  development  in  Lebanon. 


Hhilted  Rations,  Department  of  Economic  Affairs,  The  Interna* 

Uonal  Flow  of  Private  Capital.  1946»19^2  (New  York;  1954),  p.  40. 

^tagnar  Kurkse,  Problems  of  Capital  Format ion  in  Pnderdeveloped 
Countries  (Oxford:  Basil  Blackwell,  1953),  p.  24. 


Iioans  and  Grants  fr<*»  Foreign  GoverramntB 
There  ie  also  the  possibility  of  axpandad  United  Nations  aid 
to  tha  Middle  East,  in  vhleh  avont  Xrebanon  Tnlg^t  possibly  be  one  of 
the  recipients.    Furthermore,  the  West  Raman  Govemioent,  vhich  has 
succeeded  in  establishing  a  market  for  its  products  in  the  Middle 
last  in  the  postwar  period,  night  be  considered  a  likely  source  of 
loan  assiatvice  to  Lebanon.    Hovever,  these  prospects  are  based  on 
eoajeeture  and  caauot  foaaibly  be  «q»prai«ad  at  thla  tin».    The  only 
offer  of  aid  (other  than  that  from  the  Ihiiead  States  )^has  been  suide 
by  the  Soviet  Govemisent.    The  Lebanese  Government,  however,  refused 
the  Soviet  offer. 

'< 

Govemaent's  leceipts  of  Foreign  Bxchange 
The  Govemnent  has  substantial  foreign  exchange  incoste.  This 
would  seem  to  be  a  logical  source  of  foreign  exchange  to  neet  the 
additioaal  financial  needs  of  the  developnent  prograsi,  vis.,  |3l 
siilliott.    To  evaluate  the  potential  idea  of  this,  it  is  necessary  to 
weigh  current  foreign  exchange  eamt»g»  agaiaat  expendicuroa* 

iron  the  earning  aide  the  aitiiatteB  ia  clear  moagh^    The  aain 
incoae  for  the  Govemsient  coonm  frosi  royaltiea  paid  by  the  Iraq  Pa* 
treleuB  Conpany  and  by  th*  Tc«M«Anthian  Fipelinea  for  transit  righta. 
TlMiee  payamta  are  in  the  fo»  of  dollara  and  aterling.    From  1951  to 
1956  the  royeltiea  averaged  $2.6  nllllon  annually.^    The  Govemnent 
alao  realises  ebout  |1  million  ennually  fron  the  Beirut  International 

^The  prospects  of  obtaining  additional  funds  frosi  the  United 
Statea  are  considered  in  the  next  section,  Infre.  p.  198. 

2 

Sete  fron  1951  through  1953  were  secured  fron  the  Ministry  of 
National  Econowy  by  letter  dated  August  12,  1955.    Data  for  1954 
through  1956  were  taken  from  Bulletin  Statisr.lque  Trlmestrle|  FI 
(Troisieioe  Trlmestre,  1955),  59;  VII  (Troisiene  TriMstre,  1956),  60; 
and  VIII  (Deuxieme  Xrioestre,  1957),  44. 
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Airport,^  thus  bringing  the  Gov«mncnt*«  total  annual  aarnings  to  $3.6 
■llllon.    Recently  the  Goveriuaent  has  concluded  new  agreeaMnta  with  the 
oil  cfM^anles,  effective  1958,  whereby  the  latter  would  pay  about  fl2 
aillion  annually  in  royalties.    Four  Billion  dollars  would  be  paid  by 
Tapline   and  the  balanee,  i,m,,  the  equivalent  of  $8  million  dollars 
would  be  paid  by  IPC  in  Sterling.^   The  GovemiMnt  nay  then  anticipate 
an  animal  iacoiM  the  efuivalMit  of  sq^froxiaataly  $13  sdllioa  la 
foreign  exchange. 

On  the  other  hand,  foreign  ej^enditures  are  not  readily  as- 
certaiaabla.    The  Lebanese  Government  has  to  pay  for  its  consular  and 
diplomatic  corps  abroad.    These  expenditures  can  be  escertained  from 
the  closed  budget  accounts {    they  are  stated  at  $1.1  million  in  1955 
and  $1.3  million  in  1956.^   But  it  is  also  necessary  to  make  allowances 
for  capital  and  defense  expenditures  under  the  Ordinary  Budget  which 
require  foreign  currencies,  and  in  this  connection  there  is  as  ab* 
sence  of  information.    It  may  be  possible,  however,  that  the  additional 
payments,  about  $10.4  million  per  year,  from  the  oil  royalties  will 
be  available  to  finance  the  foreign  exchange  requirements  of  the  de« 
velopmcnt  progrtti. 

liquidation  of  Excess  Gold  Holdings 
An  alternative  loethod  to  determine  the  ability  of  the  Government 

^Bulletin  ttatlstlqua  TrimaBtrlel,  1956,  ibid. .  p.  60. 

^Banque  tlbanaise  pour  le  Ooomerce,  iconomic  Review.  Ho.  28 
(Beirut I  June, 1956),  p.  4. 

^Hlddle  East  Economist  XI  (Mew  Yorki  May, 1957),  74. 

^ttlletin  Statist tqug  Trimestrlel  VII  (Troisieioe  Trlmestre, 
1956),  62j  7III  (Deuxleme  Trlmestrc,  1957),  46. 
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to  Mat  forsign  sxcbange  naeds  of  th«  dsveloj^Rt  plan  is  to  exantua 
Cha  official  holdinga  of  gold  and  foraign  axchanga  with  tha  vlav  of 
dataralning  tha  posaibillty  of  utilizing  part  of  thasa  to  finaaca  tha 
davai^stant  projacta.    Tha  Covarranant  and  tha  BSL  hava,  ovar  tha  paat 
faw  yaaca,  aceumulatad  aubataatial  gold  and  foraign  axchanga  raaarvaa 
aa  ahoMn  in  Tabla  SI.    Ovar  half  of  thase  acquisitions  hava  bean 
furchaaad  on  tha  local  sMskat  at  the  prevailing  free  rates.  Data 
mf  not  available  to  alleeata  the  oimarahip  of  thase  between  the 
Govemaent  and  tha  BSL.    It  will  be  assumed  that  it  is  possible  to 
utilise  soaw  of  the  excess  to  meet  the  cost  of  the  developamnt  progrea. 

ty  reference  to  the  data  in  Table  51,  it  can  be  seen  that  gold 
and  foreign  exchange  in  the  cover  are  much  ebove  the  ainlnua  of  50  per 
cent  required  by  law.    At  the  end  of  1957  the  accumulated  excess 
cover  vas  U.142  million  or  the  oi|ulval«it  of  $43  saillion.    But  before 
we  can  suggest  using  the  exchange  cover  to  flna&co  tha  foraign  exehange 
needa  of  the  develofHseat  program  several  qvastions  oust  be  «q^lorad. 
The  first  is,  era  otl»r  eligible  assets  available  to  substitute  in  the 
covarT    The  aaeend,  how  mach  of  the  excess  reserve  is  needed  to  pro« 
vide  for  (1)  ftttetvationa  In  the  balance  of  payments,  (2)  changes  in 
note  circulation?    And  finally,  what  effect  would  the  withdrawal  of 
the  gold  end  foreign  exchange  have  on  confidence  in  the  Lebanese 
currency? 

Present  requiressents  are  that  the  cover  for  currency  in  cireu* 
lation  shall  consist  of  gold,  foreign  exchange.  Treasury  bills,  and 
eoimercial  bills,  with  at  leaat  50  per  cent  of  the  cover  in  the  for* 
of  gold  and  foreign  exchange.    Commercial  bills  say  not  exceed  IS 
per  cent  of  total  cover  requlrenenta.    Althottg^  conoercial  bills 
have  never  been  Included  in  the  cover,  the  supply  of  comercial  bills 
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iB  Ubaaon  (UM6  Billion  in  1956)  it  adsquat*.  and  it  it  tntirtly 
iwttibl*  to  txptct  than  to  baoooa  th«  15  par  cant  of  tha  covor  at  par* 
■ittad  by  laM.    Howavar,  if  tba  GovamtMUit  doat  not  ehoota  to  ineluda 
consarcial  billt  in  tha  nota  cevar,  it  will  ba  nacaatary  to  plaea  ad* 
ditiaaal  Traatury  billt  in  tha  nota  oovar  in  axchaage  for  tha  vith- 
ai-a«n  gold. 

At  tha  and  of  1956,  govamaant  obligationt  includad  in  tha 
eovar  totalad  LL69  nillion.    Thia  wat  about  70  par  cant  of  tha  total 
savamnaat  dabt  outttanding.    In  ordar  to  ralaata  tooa  of  tha  gold  and 
soraign  axchanga  froa  tha  covar,  tharafora,  it  will  ba  nacaatary  to  la* 
eluda  all  tha  govarttnt  d4d>t  in  tha  nota  covar.    In  tha  avant  that 
■ora  traatury  billt  ara  aaadad,  it  will  ba  nacaatary  to  ineraata  tha 
public  diAt  of  LabanoB.    Tha  aachanict  of  aaking  tha  axcatt  covar 
availabla  would  not  ba  conaidarad  a  tarioua  problaa.    It  would  ba 
nacaatary  for  tha  Govamaaat  to  ittua  Traatury  billt  in  axchanga  for 
tha  gold.    Thata  Traatury  billt  would  in  turn  r^laea  tha  withdrawn 
gold  in  tha  curraacy  covar.    Aa  a  contaquanca,  tha  Govamaant  dabt 
would  ittcraaaa  by  tha  aaouat  of  tha  aawly  itauad  Traaaury  billa. 

If  wa  accept  tha  concluaioa  that  eoanarelal  billa  and/or 
Traatury  billa  can  ba  tubttitutad  for  gold  and  foraign  axchanga  in 
tha  covar,  it  than  bacoiMt  nacaatary  to  dataraina  bow  auch  of  tha 
axeaat  covar  it  ia  daairabla  to  withdraw.    IWo  factort  naad  to  ba 
conaidarad.    Tha  firtt,  what  aaount  of  gold  and  foraign  axchanga  ia 
likaly  to  ba  naadad  to  provida  for  an  ai^anaion  ia  tha  aonay  tupply? 
If  wa  aatuaa  an  incraaaa  in  notat  ovar  tha  aaxt  tavan  yaara  aqttal 
to  that  which  occurred  ovar  tha  laat  tavan  yaart,  tha  incraaaa  will 
ba  80  par  cant  or  about  LL280  aillioa.    TKlo  would  raquira  all 
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of  thtt  «cc«HMl«t«d  axcess  cover  as  of  tho  end  of  1957.    If  v«  msum 
an  lacraaaa  of  half  this  rata,  tha  axcata  covar  Which  could  ba  uaad 
for  tha  davalopnant  projacts  would  total  approxlaMitaly  1X70  ■illlon 
or  921  ■Illlon. 

Tha  sacoad  problaa  which  «ra  naad  to  eoaaidar  is  tha  aaad  for 
gold  and  foraign  axchanga  to  maat  fluctuations  in  tha  balanca  of  pay- 
■ants.    Lab anon  had  a  surplus  in  its  balanca  of  payoants  in  aach  of 
tha  5  yaara  froa  19S1-195S.    This  surplus  rangad  fron  LL18.9  aillion 
to  1L57  Billion  and  has  avaraged  LUSnillion.    Whila  tha  davalop- 
■aat  prejacta  may  placa  eartain  strains  on  tha  balanca  of  payaanta 
as  a  raault  of  raducad  axports  of  eeaant  and  incraasad  ioports^  this 
raduction  is  not  likaly  to  product  a  daficit  in  tha  balanca  of  pay- 
aaats. 

IWo  forcas  oaad  to  ba  considarad  with  raspact  to  this  con- 
clusion.   The  Unitad  Statas  ouide  available  to  Labanon,  through  tha 
Xntamational  Cooperation  Adainlatratlen,  $23.4  alllion  froa  1952 
to  ■id-19S6.^   This  saount  is  just  a  littla  laas  than  tha  axcaas  covar 
which  accuaulatad  during  that  period.    If  U.S.  aid  ahould  ba  dls- 
aoatlnued,  or  seriously  raducad  in  tha  near  future,  it  could  have 
serious  effects  on  the  balance  of  payaants  surplus.    It  should  ba 
noted,  however,  that  this  is  only  a  raaota  possibility.    The  Coa« 
gressional  GoMittee  to  Study  the  Foreign  Aid  Prograa  has  strongly 
endorsed  such  continuation.^   On  tha  other  hand,  as  a  result  of 

^Suora.  Chapter  V,  p.  118. 

^Wew  York  Tiaey.  June  4,  1956,  p.  1. 

%.S.  Congress,  Senate,  Special  Coaaittea  to  Study  the 
Foreign  Aid  Prograa,  tabanon.  Jordan,  and  Ira^.  Report  on  United 
States  Foreign  Assistance  Proaraa.  8Sth  Congress,  1st  SoMion,  1957, 
p.  18. 
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gold  movmteixf  froo  the  United  States,  there  is  substantial  support 
for  a  redhietloa  in  U.S.  graats-inoaid  to  foreign  countries.  Further* 
aore,  the  agree— nts  of  the  United  States  govemnent  to  provide 
dollar  assistance  for  specific    projects  of  the  developisent  progran  will 
probably  be  considered  in  connection  with  future  grants.    Since  these 
grants  have  already  been  included  in  estimates  of  available  foreign 
exchange*  total  aid  which  nay  be  anticipated  in  the  future  should  he 
reduced  by  these  aaouate.    If  the  United  States  grants  in  the  future 
are  only  50  per  cent  of  those  in  the  past  or  111  aillion,  it  will  be 
necessary  to  divert  an  average  amount  of  $2  million  from  other  foreign 
exchenge  sources  to  condensate  for  these  reductions. 

Some  loss  in  foreign  exchange  earnings  through  changes  in 
experts  and  iaiports  is  likely  to  occur.    Using  1955  data,  for  exanqple, 
cement  exports  were  LL3  nillion.    The  development  program  will  end 
these  exports  and  may  require  the  iaqiNtrt  of  cement  siqpplies.    Loss  of 
cement  ea^orts  would  mean,  therefore,  a  loss  of  about  91  million  of 
foreign  exchenge  fuimings.    The  need  for  foreign  exchange  to  purchase 
additional  Imports  must  also  be  taken  into  cons ideret ion.    It  does 
aet  seem  unrealistic,  therefore,  to  estimate  that  balance  of  payment 
surpluses  will  be  reduced  by  between  $3  end  $6  million. 

On  the  basis  of  these  estimates,  it  will  be  nwressary  to  com* 
pensate  for  reduction  in  foreign  exchange  earnings  and  to  supply  in» 
creased  foreign  exchange  demands  of  between  |5  million  and  |8  million 
annually.    This  will  leave  between  $5.4  million  and  f2.4  million 
from  the  net  eddition  of  $10.4  million  to  be  received  from  oil  royalties 
to  finance  foreign  exchange  requirements  of  the  development  program. 
It  may  be  possible  to  eiqpect  to  obtain  between  $16.8  million  and  $37.8 
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■lllioa  frcMi  addition*!  oil  royftltio*  ovor  thm  sovon  yoar  construction 
progroa*    If  tho  oMillor  oaount  io  ronlisod,  an  ndditiennl  $1S  sillioa 
of  foroign  oxchnngo  mat  b«  obtainod  fron  othar  soureaa,  tttch  as  a 
raductioa  in  gold  and  foroign  axchanga  raaarvoa. 

Tha  propoaad  raductien  in  gold  and  foroign  oxchaaga  roaarvali 
for  tha  purposa  of  financing  part  of  tho  noadad  foroign  funda  for 
tho  dovolopBont  prograa,  avan  though  it  will  not  violato  tho  proaont 
mloa  of  currency  covor,  is  likoly  to  bo  rogardad  with  aisgivinga  in 
soas  circlos.  A  nuari>or  of  oconoaists  in  Lobanon,  for  inatanca,  ba* 
liava  that  a  aubstantial  gold  covor  inapiras  confidanca  in  tha  loeal 
curroaey,  nationally  and  intamationally.  ^ 

Drawing  on  thoso  foroign  axehaaga  and  gold  roaarvaa  aay  emi- 
caivably  hava  saaa  adraraa  affaeta.    Howavar,  thaa*  aiagivlngs  no 
doubt  stoai  from  a  aistakm  idoa  of  tho  strwigth  of  tho  Labanasa  aconcmy 
Tho  proaont  status  of  tho  Lobanaaa  currmicy  ua^astieaably  rasts  on 
tho  ability  of  Lobanon  to  rondor  intomatioaally  dasirad  sarvieas  and 
not  on  gold  rosorvos.    It  sosas  that,  in  waighing  tha  dasiras  to  aain- 
tain  CKcaaaiva  eurrancy  covor  agaiaat  tha  naeaaaity  of  financit^  tha 
davalopaoat  projocts,  tho  Govomaont  naada  to  ai^a  a  policy  docision. 
With  tho  prospocts  of  oxpanding  tha  productive  capacity  of  tabanon, 
which  aftar  all,  is  tha  aia  of  tho  davalopaont  prograa,  tha  proposed 
withdrawal  of  part  of  tho  axcoss  gold  in  tho  eurroncy  cover  would  be 
■or*  d**ir*bl*  •Goaoaicolly  th*n  kon^ing  the  gold  idle.    Judging  froa 
p*at  aivorionco  aa  r*vo*l*d  U  Coluan      T«bl*  51,  LUl  aillioa  in  the 

^fee  Albert  B*dre,  "Eeonoaie  Policy  in  Lobenon,**  Las  Con- 
ferences du  Cenacle.  Z  (June,  1956),  365-M.    Arabic;  Paul  Klat, 
"The  Puture  of  Keonoaic  Developaent  in  the  Arab  World,"  Middle  East 
Bconoaic  Papers.  1956  (Beirut:  Aaerican  University  of  Beirut,  1956), 
p.  61. 
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form  of  «xe«9S  cover  ought  to  b«  sufficient  to  wet  «ny  unutually  un- 
fnvoreble  sltuatlona  lueh  «•  oecunred  In  the  year  1956,  a  year  vhieb 
vltneeted  floods,  earthquakes,  end  the  Sues  crisis.    If  ve  add  these 
to  the  excess  cover  considered  desirable  for  currency  expansion  al- 
ready discussed.  It  will  reduce  by  approximately  $30  allllon  the  gold 
and  foreign  exchange  which  may  be  withdrawn  fro»  the  excess  cover. 

In  suoeary,  then.  It  irould  seen  that  Lebanon  can  obtain  at 
least  |2.4  nllllon  snnually  from  oil  royalties  to  finance  the  develop- 
ment program.    These  may  be  supplemented  by  $10  million  of  gold  and 
foreign  exchange  withdrawn  froai  the  excess  note  cover*    These  source* 
would,  therefore,  provide  a  total  of  $26.8  nllllon  of  the  $31  silllion 
needed.    The  annual  requirements  end  sources  of  funds  are  summarised 
in  Table  52.    It  Is  possible,  of  course,  that  either  the  oil  royalties 
nay  provide  larger  soounts  (resulting  fron  anntial  denands  less  than 
we  have  assuned)  or  that  the  note  Issue  will  ei^and  at  a  lower  rate 
and  hence  free  e  lerger  anount  fron  the  excess  cover.    If  neither  of 
these  events  happen,  however,  then  the  balance  of  paynents  of  Lebanon 
will  be  subjected  to  substantial  pressure  In  certain  years.    And  by 
the  end  of  the  fifth  construction  year.  It  Is  possible  that  the  note 
Issue  will  be  reaching  the  reaxlnum  pemltted  by  the  SO    per  cent  gold 
and  foreign  excheag*  reserve  reattirvseat.  .  . 
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CHAFTE&  X 

ECONOMIC  IMPACT  OF  THE  OBVELOmEin:  PROGRAM 

Th«  pr«cadlag  chapcara  have  undartakan  to  axplora  tha  potan* 
tlala  of  tha  Labanaaa  aconoay  la  tha  Light  of  tha  InplaMntation  of 
tha  Lltanl  and  othar  pro J acta.    Aa  a  nacaaaary  background  a  daacrip- 
tion  of  tha  autatanding  charactarlatica  of  tha  aconoay  haa  baan  at* 
tanptad.    Tha  phyalcal  ra^lroMnts  of  tha  projacta  hava  baan  survayad; 
and  tha  country* a  capacity  to  aupport  tha  program,  both  vlth  natarlal 
and  financial  raaourcaa,  hava  baan  aat  forth. 

Mo  doubt,  tha  carrying  out  of  a  program  of  tha  awgnltuda 
diacuatad  in  tha  pracadlng  chaptara  will  hava  far«raaching  InMdlata 
affacta  en  tha  aconoay*  qulta  aaida  from  tha  hopad-for  long-run  achlava 
■anta.    It  la  tha  purpoaa  of  tha  ramaindar  of  thia  atudy  to  conaidar 
thaaa  isMdiata  affacta  and,  in  viov  of  tham,  to  indicata  varioua  paa* 
aibla  oiaana  wharaby  auch  affacta,  if  found  unfavorabla,  might  ba 
mltigatad. 

It  muat  ba  borne  in  mind,  aa  haa  baan  polntad  out  rapaatadly 
in  thia  atudy,  that  atatiatical  data  on  tha  Labanaaa  aconomy  ara  aeanty 
The  American  Unlvaralty  of  Beirut  haa  made  valuable  contrlbutlona.  But 
in  apita  of  thia,  information  la  ao  far  from  adequate  that  it  would  ba 
futile  to  pretend  to  make  a  quantitative  analyala  of  tha  inm>act  of  tha 
development  program  on  the  Labanaaa  economy  during  the  period  of 

m 
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conscructlon.    Th«  best  that  can  b«  dona  la  to  usa  tha  limita4  In- 
forMtlon  available  and  in  tha  light  of  aconoaic  thaory  arrlva  at 
conclusions  which  ara  primarily  of  a  qualitative  nature.    This  ap- 
proach adtolttadly  lacks  precision,  but  it  is  believed  that  the 
qualitative  approach  can  throw  considerable  light  on  the  nature  of 
the  ia^act  of  the  developaent  program  on  the  economy. 

The  examination  of  the  impact  on  the  economy  during  the  period 
of  construction  will  be  approached  under  certain  asatta^>tions.  It  will 
be  asaumed  that} 

1.  the  development  projeeta  are  undertaken  aa  acheduled 

"    and  within  a  framework  of  relative  internal  political  stability. 
Any  aignif leant  change  which  may  cauae  dalaya  in  conatruction 
or  inatability  during  the  period  of  conatruction  may  alao  in* 
f'^'    validate  the  conclusions  to  be  drawn. 

2.  No  major  International  crisis  develops  which  will  ad- 
versely affect  Che  normal  flow  of  Intemacioual  trade  Involving 
Ubanon.    This  is  important  in  view  of  tha  great  dependence  of 
the  economy  on  international  trade. 

In  the  courae  of  the  yeara  required  for  the  completion  of  the 

development  program,  many  economic  dialocationa  will  occur.    Tha  else 

and  diatributlon  of  the  national  income  will  be  affected  and,  con- 

aaqueatly«  tha  lavala  of  coaataption,  aaviag,  and  inveatment  are 

likely  to  undarga  ehangea.    riaally,  tha  price  lanral  and  balance  of 

paymenta  will  alao  undergo  change.    All  of  theae  economic  varlablea 

will  be  diacuaaed  in  the  aucceeding  pagea. 

^  '    Expenditure  Ef facta  af  the  Development  Program         -  ' 
It  ahould  be  emphaalzed  again  that  accurate  prediction  of  tha 
ef f ecta  of  the  development  program  requires  the  use  of  data  which  do 
not  exist  for  Lebanon.    Even  if  the  data  were  available,  calculating 
the  strictly  developmental  effects  would  be  ntremaly  difficult.  Tha 
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variables  to  b*  considtrcd  arc  nuauirous.    For  Instance,  a  pradiceien 
of  tha  changa  In  cha  alza  of  tha  national  product  la  llttla  aora  than  ; 
a  guass,  howavar  earafully  nada,  slnea  It  is  hardly  raallsclc  to  aa- 
svaa  that  tha  ganaral  aconoaie  situation  will  ba  conatant  during  tha 
period  of  construction.    This  would  be  true  even  if  variables  such  at 
propensities  to  consume,  to  iaport,aad  to  save,  were  known;  and  it  la 
hardly  to  be  expected  that  these  would  rttsain  constant  over  the  seven- 
year  construction  period,  ;>...;  ,.  ,  '  .  .  ;  v,v  ;     iv  -.i^-.asi. 
I  '          Since  changes  in  the  size  and  distribution  o£  incone  are  b*mnd 
to  occur  during  the  period  of  construction,  sons  indication  of  thaaa 
changes,  however  rough,  will  be  attanpted.    This  rough  guide  to  the 
peaalbla  ehaagaa  will  ba  sMkla  under  vary  aiaqple  aaauatptlons.    It  will 
be  asattSMd  that:    (1)  net  national  protbtet  will  eontlnaa  to  increaaa 
at  a  constant  annual  rate  equal  to  that  achieved  in  aiost  recent  years, 
aet  Including  expenditures  on  the  developnent  projects,  and  (2)  taxea 
will  continue  at  the  sane  level— naaely,  13  per  cent  of  the  net  national 
product.    Ho  propensities  being  known,  they  will  for  the  tlsw  being  be 
ignored.  'm-  ■  r"  ■ 
ir.            The  outlay  of  LL39S  million  envisaged  by  the  development  progrem 
amounts  roughly  to  an  average  annual  outlay  of  LL54  million  over  the 
seven«ya«r  coastructlon  period.    Of  this  annual  outlay,  IJL29  million 
will  be  spent  on  imports  of  capital  goods  and  technical  servlcea,  and 
Idb27  millloa  will  be  spent  for  local  gooda  and  services.    Except  for 
expenditures  on  continuing  public  worics,  which  Mount  to  LL11.9  million 
annually,  the  expenditures  for  the  development  program  represent  additional 
outlays.    Of  the  LLll.S  million,  LL6,9  million  are  in  the  form  of  local 
currency,  end  the  balance,  LL4.6  million,  in  foreign  currencies.  Tha 
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cost  estlaates  of  the  progCM  prosentod  In  this  study  do  not  Includs 
housing  reconstruction  resulting  fros  the  1956  «arth<{uak«s  md  floods. 
Concurrently  vlth  the  developBwnt  program,  housing  reconstruction  vlll 
require  an  additional  outlay  of  LL74  nilllon.    Converted  to  a  yearly 
ka*is,  this  is  approxinately  e({ual  to  expenditures  for  the  continuing 
projects.    The  isipact  of  the  development  progran  on  the  level  of  ex- 
penditure aay,  therefore,  b«  laeasured  by  the  1X395  nilllon  required. r.' 
by  the  developoent  proijrasi. 
Iffects  on  iacotaa 

With  regard  to  the  determination  of  the  effects  of  developuent 
expendicurss  on  total  income,  we  need  only  to  consider  total  dantestic 
expenditures.    Foreign  exchange  expenditures  are  sl^ificaat  at  this 
point  only  insofar  as  they  call  forth  aecoopanying  doMstle  expenditures 
on  labor  and  materials.    In  this  case,  direct  iaiports  for  the  prograa  . 
vlll  be  secured  through  loans,  grants,  and  previously  aeciasulaced  for* 
eign  reserves.    loports  secured  In  this  way  will  not  cause  Increases  la 
the  uh>ney  Income  of  Lebanon.  -  '  '  i  .  .« 

As  pointed  out  earlier,  total  dooestlc  expenditures  on  the 
prograa  asuunt  to  UL187  million,  or  roughly  an  annual  outlay  of  U27 
stilllon.    The  ratio  of  total  doiaestlc  expenditures  to  net  national 
product  (1956)  aBKmnts  to  nearly  13  per  cent.    More  significant,  how- 
aver,  would  be  to  relate  dosMStic  expenditures  to  national  product  by 
construction  year,  assuming  the  lat<:er  will  contlnua  to  grow  at  an  an- 
nual coc^unded  rate  of  5. 38  per  cent.^   Bstiawtes  of  national  product 
ever  the  period  of  construction  are  presented  in  Table  53. 

^The  percentage  rate  of  growth  (compounded)  for  the  six-year 
period,  1950-1956,  was  used  in  preference  to  a  shorter  period,  because 
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TABU  53 

EXPENDITURE  EfTECTS  OF  THE  OEVEIORSHT  PROGRAM  01 
NATIONAL  PROKKT  OP  UKAKOM  BY  CONSTRUCTION  TEAR  ' 

(Nlllion*  of  U.) 


.....  i<           '  :  . 

(Bi^«  Mf  U1I.A65  wllliea  for  1956) 

Construction 
Toar 

mp  without  Prograa 
Expondlturo** 

mp  Hlth  Program 
txp«ndltur«s'> 

I 

1,547 

1,572 

:  ^ 

1,633 

1,698 

i   .     ..  . 

1,724 

1,828 

1,820 

V  1,961 

.1*  ■'  ' 

2,096 

1,922 

■       -      ■  Z9»29  ;          .  ^^'^v 

-  2,230 

:    1     '  • 

^    2,142  - 

2.367 

*l«t«  of  Incroase  In  NNP  Mvumed  to  bo  5.58  p«r  c«nt  coaqpoundodi. 

^Arrlvad  at  by  tho  following  fowaulo:  Current  Year  ■  (Prevloua 
Taar  +  5.58  per  cent  x  Prevloua  Year)  +  Conatruetlon  Expcndlturea. 
Rata  of  grovth  la  alao  aaatoMd  to  ba  5.58  par  cant. 

Source:    Projected  from  Tablaa  4  and  55,  pp.  19,  216. 
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The  projected  Increase  In  net  national  product  le  eubstantlal, 
even  without  the  developaent  program.    The  seven  year  Increase  will 
e^l  LLW5  allllon  or  38  per  cant.    This  c<«|par«s  with  an  Increase 
of  UM2  nilllon  or  42  per  cent  over  the  slx-yaar  period  1950-1956. 
If  expenditures  on  the  developoMnt  prograai  are  Included  In  the  pro- 
jections, then  the  total  Increase  will  be  LL820  nilllon,  or  S3  per 
cent.    The  difference  of  LL38  allllon  between  developnent  (local)  ex- 
paadltures  (U.187  million)  and  the  resulting  Increase  In  net  national 
proAiet  (U225  million)  Is  due  to  the  asswsad  growth  rate  because  tha 
annual  development  expenditures  will  add  to  the  economic  base  and 
future  production.    In  each  of  tha  seven  years,  the  annual  rate  of 
growth.  Including  developMmt  axpmdltures.  Is  estimated  In  excess  of 
6  per  cent.    This  Is  greater  than  the  amuial  rata  of  growth  In  all  ex- 
cept two  of  the  years  for  which  net  national  Income  data  are  available. 

Some  ^estlon  may  be  raised  with  respect  to  the  validity  of  the 
projected  changes  In  net  national  product.    While  they  are  only  a  rough 
approximation  of  what  may  be  expacted,  they  should  serve  as  a  guide  to 
the  direction  and  magnitude  of  changes.    As  a  measure  of  the  magnitude 
of  change, they  probably  suffer  from  being  too  small  rather  than  too 
large.    This  Is  due  to  the  fact  that  we  have  discounted  the  Importance 
of  the  lateat  data  In  selecting  the  growth  rate  of  5.58  per  cent. 
Furthermore,  no  allowance  has  been  made  for  tha  effect  of  axpaetatloaa 

it  reflects  a  a»re  representative  flgure--one  which  Is  not  Influenced 
by  an  unusually  high  or  low  annual  rate  of  growth.    In  choosing  the 
percentage  rate  of  real  growth,  preference  was  given  to  the  wholesale 
price  Index  Instead  of  the  cost  of  living  Index.    The  wholesale  index 
Is  more  broadly  based  and  more  nearly  reflects  production  than  doaa 
the  cost  of  living  Index,  which  reflects  consumers'  goods.  See 
Table  4,  p.  19. 


210 

and  prlv«t«  cxpmdlturM.    If  tk«  mltlplUr  w«r«  AssuMd  to  b«  grMt«r 
Chan  ona.  than  tha  Msnltuda  of  tha  taal  nat  national  pro^ct  with 
davalopMnt  axpandlturaa  would  ba  graatac.    Howavar,  no  infonution 
la  avallabla  to  vaka  an  aatla«ta  of  tha  aultlpllar.    Ivoa  If  thla  In- 
fo mac  ion  vara  avallabla,  far  raasona  alallar  to  tha  onaa  advanead  on 
paga  230, tha  miltlpllar  would  aoat  llkaly  work  In  puraly  nonatary  tarva. 
Mathoda  of  flnanclna  tha  projacta 

Tha  axtant  to  which  tha  davalopmrat  projact  will  Influanca  tha 
Ubanaaa  aceaeiv  during  tha  conatructlon  parlod  will  dapand  on  savaral 
faetora.    Ona  of  thaaa  la  tha  sourca  of  funda  usad  to  f Inanca  tha 
projacta.    Inaaauch  aa  tha  program  la  flnancad  by  taxation  and/or  by 
borrowing  fron  tha  public  (currant  aavlnga),  Ita  liqilaoMntatlon  naad 
not  glva  naa  to  Inflation.    But,  aa  alraady  Indlcatad,  tha  program 
will  ba  flnancad  by  a  combination  of  attthoda  two  of  which  ara  Infla- 
tionary In  charactar.    Thaaa  ara  tha  pravloualy  accinailatad  raaarvaa  of 
LL55  allllon  and  tha  craatlon  of  govanuiant  aacurltlaa  of  UL116  nllllon 
to  ba  abaorbad  by  tha  banking  ayataa.    Ovar  90  par  cant  of  tha  doMatlc 
axpandlturaa  will,  tharafora,  ba  darlvad  froai  Inflationary  aourcaa. 
Only  tha  ILli  Million  to  ba  obtalnad  froa  tha  aaortlaatlon  of  loana 
«ada  by  tha  laaarva  Fund  whlah  ara  to  ba  rapald  froa  currant  Incoaa, 
ara  not  Inflationary. 

Tha  Inflationary  charactar  of  apandlng  out  of  pravloualy 
aceuaulatad  raaarvas  la  not  difficult  to  explain.    Thaaa  raaarvaa.  It 
will  ba  recallad,  are  kept  on  dapoalt  with  tha  BSL»  no  othar  bank  bataf 
allowed  to  hold  GovaruBant  depoalta.    These  dapoalts  have  been  aceuau- 
latad ovar  aaveral  yeara  and  have  been  largely  Inactive,    (hiee  they 
have  been  activated  to  finance  the  developnent  prograa,  they  ara  likely 
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to  b«  cc«n«£«rrc(i  to  th«  privat«  banks  and  bocome  a  part  of  the  total  ' 
■onoy  tmpfly.    Sine*  the  pritato  banks  do  not  maintain  aubstantUl 
ccaerves  vlth  tha  BSL,  the  tranafar  will  ba  acconpllahed  largaly 
by  tha  payoMmta  of  caah  froii  itl  to  tho  privata  baidta.    This  «et,  la 
and  of  Itself,  will  decrease  the  caah  position  of  the  Baaklsg  Oepart- 
nent  of  the  BSL  and  vlll  cause  It  to  aove  eligible  assete  froa  the  < 
Banking  Departnent  to  the  Issoe  SepartoMnt  against  the  issue  of  new 
notes. ^   Utilisation  of  the  Keserve  rand  to  finance  the  project  haa 
the  effect,  than,  of  aa  initial  lacreaae  la  the  aoaey  supply.    It  alao 
increases  the  liquidity  of  the  private  beaks  which  plaees  thesi  la  a 
position  to  expand  their  deposits.    And  finally,  it  leads  to  an  ln« 
crease  in  iMte  issue  by  the  BSL,  vhieh  aaiatalns  its  liquidity  an4 
lending  position  while  at  the  saae  tine  reducing  the  exceaa  gold  in 
the  note  cover. 

With  regerd  to  borrowing  ftom  the  banking  ayaten.  it  nay  be 
said  that  this  process  say  result  in  a  net  eddition  to  deposlta  in  the 
aawuat  of  the  loen,  providing,  of  courae,  that  banks  do  not  wish  to 
reduce  their  lending  actlvltlea  to  the  private  sector.    And  within 
the  framework  in  which  the  banking  system  operatea,  especially  with 
the  high  Interest  ratea  paid  on  desMnd  deposits,  it  is  not  likely  that 
such  a  reduction  in  private  loana  will  occur.    In  that  ease  baaking 
liquidity  will  decrease.    Borrowing  froa  the  banking  aystwi  under 
these  asau^tlona  will  undoubtedly  give  rise  to  a  greacec  increase  la 
national  IncozBa  and  aonoy  supply  Chan  if  funds  were  raised  exclusively 
through  taxation.    •  •  ■ 

^e  Chepter  VXl,  pp.  140-41  for  a  full  explanation  of  this 

process.  ^  ^    •  ■  ' 
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Incwag  distribution 

The  affect  of  expenditurea  on  the  dlatribution  of  IncoM  amng 
iacowe  sroupa  is  also  significant.    In  aniilystng  th«  effeeta  of  th«a« 
development  expenditures,  a  cousldecetiAn  ahould  be  gives  to  the  pat- 
tern of  total  iacoMe  distribution  maong  the  verloua  groupa  of  popula- 
tion.   Rere  a^ain,  it  mist  be  emphasised  that  the  lack  of  information 
is  most  fruatrating.    In  the  flrat  place,  no  up-to-date  infonuitioa  la 
available  on  the  economicall/  active  male  population.    The  latest  flgurea 
are  for  1950  and  the  reliability  of  these  is  doubtful.    Secondly,  no 
reliable  data  exists  about  the  econoaiie  etatua  of  the  various  aoeio- 
economic  groups.    Thirdly,  no  coaq>lete  breakdown  of  national  lueooe  by 
faeter  earni«g*<w«gea«  profits,  interest,  and  rent— is  available, 
rinetly,  no  iBfematlon  la  available  concerning  the  distribution  of  In- 
e«Me  from  abroad  aa»ng  the  various  groups.    The  discussion  presented  be-  - 
low  is  based  on  data  gathered  from  the  beet  «v«ll«ble  sourcea.  The 
date,  moreover,  eust  be  considered  as  apprexlMCe  enly.   tfce  above  dif- 
ficulties aean  that  in  analysing  the  incone  distribution,  inconc  from 
abroad  must  be  excluded*  ,'.<;fi  ■     ■^■'•t'-  ■  -v.'. -j  '-"  :i\ 

The  size  of  the  economically  active  taale  population  in  1950 
vas  estimated  at  357,000  (See  Table  3).    The  fragmentary  data  glvm 
by  Dr.  AlbMt  Badre  of  the  <taMirleen  Univeralty  of  Beirut  indleate  that 
the  percentage  distribution  of  net  national  product  In  1950  by  distribu- 
tive shares  stood  as  followa:^    St  per  cent  profits  and  Interest;  30  per 
cent  vages  and  salartes;  and  12  pet  cent  rent.    Total  net  national  product 

Albert  Badre,  '*Le  Reveau  National  au  Libaa,**  L'gconoale 
^ibanaise  et  le  Pro^res  Social  (Beirut:    Editions  les  Lettres 
Orienteles,  1956),  pp.  18-26. 
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la  1950  «M»uat«d  to  LLi,023  aillioa.^   According  co  tU«  ditcrlbutioa 
e£  loeoaM  by  factor  indicated  abova,  it  t'ollovc  chat  wagaa  and  Mtlarlat 
•ccouatad  for  hUW  laillioa,  profiti  aad  iatarasi.  LL592  millioa,  aad 
r«Bt  Iil23  nilllaa.  ■*'  ^ 

lacoM  diatributioa  by  socio *acoaosaic  groups  for  1950  Is  pr«» 
•aated  la  I'abla  S4.    Xhia  tabla  sbad*  soa«  light  oa  tha  social  structura 
9£  the  acoaoay.    Thraa  catagorias  o£  iacoaa  groups  caa  thus  ba  dlffaran* 
tiatttd  within  th«  oconoay:    <1)  tha  low  iacOB«  groap;  (2)  the  oiddla  ia« 
ccxsid  groupi  and  (3)  tha  wealthy  group.  .  .         •    :  , 

In  tha  low  iacoac  groups  are  lac laded  ell  persons  whose  iacone 

Is  below  1X2,000  per  yeer.    rais  category  includes  primarily  wage  earners 

and  accounts  for  awre  than  shree-fourths  of  the  econonically  aetive  Ml* 

popdlaticm.    Within  the  low  Ibcoo'B  groups  two  sub -categories  can  he  dl»» 

tiogulahed.    Firstly,  there  are  those  that  earn  an  income  of  less  chaa 

3 

LLS50  per  year,  which  is  probably  below  subsistence.     Included  in  this 
group  are  all  acricultaral  laborers  aud  &oiae  aoa-agricultural  workers. 
The  second  category  ceasists  of  these  eexraiag  an  lacoae  anywhere  bcsweea 
LL600  aad  LU.OOO  per  yearj  this  Includes  snail  fanaers,  8o«e  eaployeee 
la  the  coBUBcrcial  sector,  and  employees  of  handicrafts.       <"  ; 

Ibid. .  p.  26.  ■        ■  -  = 

^The  following  discussion  on  incoae  distribution  Is  besed  on 
Ellas  Ganaage's  «8K«y  'La  Aedistribution  de»  sUsvanus  au  Liban," 
LMtcoacwle  Llbanalse  et  le  Presres  Aocitl  (Beirut;    Editions  les  v 
Lettres~Urienteies,  pp.  163*1^3. 

^Legislative  decree  Mo.  23»/lSl  of  Key  12,  1943  sets  the  •iaiMm 
wane  at  LL75  per  aonth  or  Lt900  per  yeer.  Gabriel  Henassa,  t'Econoale 
Llbaaalse  et  le  Refeme  de  L*Etet    (Beirut:    Uiprerle  Catholique,  194«), 


214 


115 

In  th«  alddla  IneoaM  group  «rc  iaclud«4  all  partona  having  an 
Incoaa  of  batwean  LL2,000  and  U.10,000.    Thla  group  rapraaanta  about 
20  par  cane  of  tha  total  actlva  population.    Within  thia  group  alao, 
thara  ara  tvo  aub-diviaioaa**tha  lowar  aiddla  claaa  and  tha  uppar  aid* 
dla  claaa.   Tha  focaar  haa  a  par  capita  Incoaa  of  batwaan  U,2,000  and 
LLSfOOO,  and  includaa  mat  govamaant  aaployaaa  (8»000),  ai^»loyaas  of 
coMMrea  and  banka,  and  aoaa  landownara  and  induatrial  irorieara.  Tha 
uppar  Biddla  claaa»  tha  locotM  of  which  ia  batvaan  LL5,000  and  LL10,000 
includaa  prlaarily  landovnara  with  axtanaiva  holdinga,  tha  graatar  pare 
of  coaaarcial  or  induatrial  antarpriaara,  and  high-ranking  govamaant 
aaployaaa. 

Tha  waalthy  group  ri^raaaata  2  par  cant  of  tha  activa  p^ulatioa 
and  haa  an  ammal  incoaa  of  ovar  1X10,000  par  capita.    It  includaa  prl* 
flMirily  buainasaman  and  induatrialiata. 

According  to  inforaation  givan  by  Mr.  Gannaga,  aoaa  of  which 
la  aabodied  in  Tabla  54,  naarly  80  par  cant  of  tha  aconoaically  activa 
population  racaivaa  laaa  than  LL2,000  par  capita  incoaa.    In  tha  aggra- 
gata  thia  larga  group  racaivaa  about  22  par  cant  of  tha  national  product. 
On  tha  othar  hand,  20  par  cant  of  tha  aconoaically  activa  population 
racaivaa  about  77  par  cant  of  tha  natimial  product. 

With  auch  wida  diaparitiaa  in  incoaa  diatribution,  tha  incraaaa 
in  Bonay  incoaa  raaulting  frcm  davalopaant  axpandituras  will  not  ba  dia« 
tributad  profortionataly  aaong  tha  diffarant  claaaaa  of  incoaa  racipianta 
or  aeenoaie  greupa.    Tha  projactad  diatribution  of  tha  additional  incoaa 
ia  indicatad  in  Ti^la  55.     Tha  aatiaataa  ara  total  axpandituraa  brokan 
into  factor  aharaa.    Tha  ratioa  uaad  for  allocating  axpandituraa  ara  thoaa 
davalopad  for  tha  conatruction  induatry  for  1950  by  Dr.  Albart  Badra  of 
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eh*  AMricu  Unlv«rslcy  of  i«lrufe.^   Alchough  cti*  nature  of  the  con- 
■cruetion  Industry  for  which  th«M  ware  and*  aay  differ  froa 

th«  projects  under  study,  it  is  believed  that  these  ratios  represent  a 
rough  guide  to  the  distribution  of  the  additional  incoae* 

Although  it  is  estiMted  that  46  per  cent  of  total  expenditures 
will  be  for  vages,  this  is  not  likely  to  alter  the  present  disparities 
of  ineoM  distribution.    It  is  estiMted  that  about  18  per  cent  of  ex* 
penditures  are  in  the  nature  of  profits.    To  these  ve  can  add  the  pay- 
■ents  for  aaterials,  so  that  over  half  of  total  «xpeaditttres  will  gocrua 
to  the  entrepreneural  cUsses.    fterthenwra,  to  the  axteat  that  axpendl- 
tures  on  the  developMnt  projects  give  rise  to  induced  doMnds  for  goods 
and  services  due  to  increases  in  ineoae,  it  is  the  enterprisers  again  who 
will  bo  in  a  position  to  profit. 

A  rapid  increase  in  the  inooMS  of  the  well-to-do  will  not  in 
itself  be  necessarily  '«bad.'*   It  is  this  group  which  aeeeuats  for  a  Urge 
part  of  privato  savings.    Zt  U  true  that  in  their  investMnt  decisions 
the  well-to-do  have  eustoMirily  shown  a  preference  to  invest  in  buildings 
and  gold  hoards.    Xt  aay  be,  however,  that  the  new  expectations  for  profit 
will  encourage  then  to  re-channel  their  investsent  into  the  production  of 
needed  aaterials.    In  the  final  aaalysis,  therefore,  the  distribution  of 
the  additional  incoaes  frea  developaent  expenditures  aay  actually  load 
to  increased  saving  and  investaent. 

rroa  the  foregoing  analysis,  it  sesas  certain  that  the  national 
ineoaa  will  undoubtedly  increase.    It  is  now  necessary  to  investigate 

^Albert  Badre,  '*Kational  Incoae  of  Ubanon,  IfSO,"  Middle  Bast 
Econoaic  Faoers.  1956  (Beirut:  American  University  of  Beirut.  1956). 
pp.  19-20. 
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whttbM  this  Increase  will  be  absorbed  in  higher  factor  antl  gooda 
prices,  or  whether  It  will  result  in  an  increase  in  production. 

In  order  to  examine  the  issue  closely,  nany  factors  oust  be 
taken  into  coasidaraciea**a«a«ly,  the  iiq^ct  of  the  program  on  tha 
iavela  of  viagaa,  eonitaq^tion  and  savings,  private  investaent,  balance 
of  payaents,  and  pricea. 

Effects  on  ya&es  '   '  4/ :>  ' 

Zn  an  econoay  where  labor  is  fully  eaployed  and  well  organised, 
an  abrupt  increase  in  the  deoand  for  labor  is  ala»st  sura  to  set  off  •  v 
wage  booat.    This  «ay  be  expected  in  the  situation  under  consideration 
only  to  a  liaited  extent.   While  skilled  labor  will  be  scarce,  lab^r 
unions  are  waak^  sad  unskilUd  labor  is  abundant, 

A  shortage  of  the  retired  types  of  skilled  labor  at  tha  prevail- 
ing wage  level  is  the  first  obstacle  which  the  deveiopiMat  program  auiy 

The  imadiate  ii^act  of  the  program  on  such  skilled  labor  will  be 
to  absorb  the  presently  unen^loyed.    This  source  of  supply  is  very  likely 
to  prove  inada^te.    The  shortage  of  skilled  labor,  parcicttlarly  in  tha 

.    .    J-  t         .     .  A 

categories  of  eoastruetion  workers,  vochanios,  and  iaduaerial  workora* 
is  aggravated  by  the  aaigration  of  <|ualified  people  to  the  oil  produc* 
ing  eottatrioa  in  th«  aroat    Saudi  Arabia,  traf ,  and  Ctwait^  Kneugh 
•kiliad  labor,  tharafora,  can  bo  tapped  only  through  bidding  it  away 
froa  other  occupations  or  by  ia^ortatioa.         #  ' 

t  •  •  unions  are  sMll,  each  confined  to  a  single  industry  by 

law,  and  can  exist  only  with  subsidies  froa  tha  Govemacnt  which  there* 
fore  closely  controls  their  activities.    Since  Labanon  is  in  only  the 
oarly  stage  of  industrialization,  the  unions  have  not  the  nuaerical 
strength  to  withstand  the  reactionary  trends  aaong  the  oligarch!  which 
controls  the  political  aachine.'*   A.  I.  Mills,  Economic  Change  in 
Lebanon,"   Middle  last  Icoaeaic  FaperSj,  1956  (gairut:  ^^n^^T^i^  Uni- 
versity of  Beirut,  1956),  p.  82. 


It  i«  rMsonabl*  to  suppose  that  coa^otltlon  for  th«  scare* 
supply  of  skilled  labor  would  load  to  a  ganaral  risa  in  wages  of  such 
labor.    There  are,  however,  several  factors  which  tend  to  nitigate  this 
rise.    The  iaiffectiveness  of  labor  organisations  is  one.    Soae  labor 
will  be  iwported,  thus  relieving  the  shortage.    But  the  isqportation  of 
skilled  labor  wjlll  |Ltself  luring  about  wage  increases,  since  Lebanon"  ^'' 
■ust  coiqpete  with  existing  industries  and  with  davelopBeat  prognusa 
in  other  countries  of  the  area  for  the  available  supply.    The  aest  that 
can  be  expected  froa  this  source,  therefore,  is  that  the  wage  increase 
wmy  be  less  than  would  otherwise  occur.    The  shortage  of  skilled  labor 
BMiy  also  be  relieved  through  the  upgrading  of  soew  unskilled  Lebanese 
workers.    Under  the  supervision  of  skilled  labor,  they  can  rapidly  ac* 
quire  skills.    Insofar  as  their  training  can  be  coopleted,  this  seeas 
to  offer  the  best  prospect  for  eliaULnating  the  shortage  of  skilled 
labor.    The  tine  interval  required  for  training,  however,  still  aeans 
that  wages  of  skilled  workers  are  likely  to  advance.    Other  aeans  of 
■Meting  the  shortage  of  skilled  workers  would  be  an  efficient  recruit* 
■ent  prograai  to  reduce  the  I— ohility  of  sobm  skilled  labor  in  rural 
Areas  and  the  eaployaeat  of  such  Palestinian  refugees  as  are  skilled. 
But  in  the  final  analysis,  these  efforts  will  not  prevent  a  general  in- 
crease in  wages  of  skilled  worker •«  r  :^ 

For  professional  occupations  (engineers),  it  is  aandatory  to 
institute  a  recruiting  prograa  anong  Lebanese  students  abroad.    Many  of 
these  students  are  available  for  eaploynent.    The  GovernBent,  however, 
has  not  shown  an  interest  in  their  ««rvices.    This  recruiting  would  be 
fairly  easy  and  inexpensive  If  carried  out  by  the  Lebanese  consulates 
and  eabassies  abroad. 
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Wlch  respect  to  unekilled  Ubor,  the  reeulte  ere  obvloue. 
Besides  the  labor  pool  created  by  exlstlas  uneaployaent  in  the  urban 
areas,  it  is  possible  to  drav  under •eit^loyed  labor  fron  rural  areas 
without  reducing  total  agricultural  production.   Also  la  tho  area  of 
oaakllled  labor,  the  PalestinUn  refugees  constitute  a  source  of  supply 
It  is  believed  that  many  of  these  can  be  absorbed  into  the  economy. 
Nevertheless,  as  in  the  case  of  skilled  labor,  sMatures  nust  be  taken 
to  overcoae  iBaubllity.    The  possibility  of  the  Inadequacy  of  unskilled 
labor  is  very  rea»te,  but  sobm  advance  in  wage  rates  to  overcoBC  im- 
■oblllty  nay  be  necessary.  .  ■  .i. 

At  any  rate,  one  conclusion  Is  definite.    The  level  of  eaploy* 
sent  vill  be  raised  significantly  as  a  result  of  carrying  out  the  do- 
velopsMsnt  projects.    Also,  the  total  wage  bill  will  be  increased  partly 
due  to  higher  wages  in  the  case  of  skilled  lebor  and  partly  to  an  in* 
craase  in  the  voluae  of  eaq;>loyed  labor. 
Consuaptlon  and  savings 

The  total  voIusm  of  goods  and  services  available  to  the  econooy 
depends  partly  on  the  productive  capacity  of  Lebanon  and  partly  on  its 
ability  to  pay  for  laports.    A  large  claim  on  these  goods  and  services 
coves  fron  individual  and  public  expenditures  for  consmqptlon.  Only 
by  diverting  resources  froa  consuwption  to  Investaent  can  the  develop* 
•ent  projects  be  carried  out  without  excessive  pressures  on  available 
resources,    gueh  preaaurea  can  create  an  upward  aoveaeat  of  prices  and 
wages. 

The  distribution  of  total  available  supplies  for  1953  is 
estlaated  in  Table  56.    Personal  consuaptlon  expenditures  ebsorbed 
about  75  per  cent  of  the  total,  currant  govemaent  expenditures  about 
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E8TIXATSS  or  SUPPLIES  AMU  THBIl  OISPOSITIOSI  XK  LEBAUOS,  1953 


Disposition  Supplies  Psrcttntaige 

of  SuppllM  (Millions  of  LL)  Distribution 


Total  avsiUbls  suppllss 

1,36a 

Coasuaption 

1.  Personal 

1,026 

2.  GovsmsMmt                     ^  . 

96 

tavostiMmt  (Ret) 

1.  Privsts 

(«)  Physical 

123 

■  '% 

(b)  Cold  and  Porclgn  txehanga 

55 

2*  Covamnent 

(a)  Phyaieal 

27 

(b)  Cold  and  Poraign  Exebaaga 

a 

s 

Source:  Inforaation  se«ure<J  ^»ersonally  froa  the  International 
JUmk  for  aaconstructlon  aa4  Davalopaaat, 


7  p^r  cent,  and  private  net  investnent  about  13  per  cent  of  which 
9  per  cent  vae  In  the  form  of  physical  invcstotent  and  the  balance  in 
gold  and  foreign  axchange  holdings.    Public  net  inveefcncnt,  on  the 
other  hand,  absorbed  5  per  cent  of  available  supplies,  2  per  cMt 
being  in  the  font  of  physical  invaetnent,  and  the  balance  being  la  • ; 
the  fom  of  gold  and  foreign  cxohange.    The  bulk  of  private  physical 

-  '-a 

investiBcnt  vent  into  "the  seemingly  bottomless  pit  of  private  con- 
struction, into  which  funds  disappear  every  year  at  an  extraordinary 
rate."^  .  yt^-^. 

th»  distribution  pattern  probably  has  not  changed  signlfleaatly 
since  1933.    What  is  likely  to  happen  to  this  distribution  pattern  dur- 
ing tha  period  of  construction?    It  has  already  be«x  concluded  that 
the  pattern  of  incosM  distribution  will  not  be  altered  by  the  develop* 
ment  pregraoi.    Any  effect  on  savings  and  consumption  will  result  fron 
<lMWnas  in  tha  way  varioos  inooiaa  groi^ps  allocate  thair  aMitioaal  ia- 
eoBM  to  consuaption  and  savings.    Pttr  ^rpasas  of  this  aaalysis,  twa 
groups  will  be  considered— the  lower  incona  groups  and  the  higher  In- 
COM  groups.  ■'^^  ..  >  ,  .         ,  .  <  . 

TWO  factors  Indicate  that  laost  of  the  increase  in  income  ac- 
cruing to  the  low  Income  group  will  go  to  increase  consuaption  and  that 
very  little  of  the  additional  inoesM  will  augsMnt  savings.    In  the  first 
place  the  standard  of  living  of  the  aAjority  of  the  labor  force,  par- 
ticularly the  unskilled  labor,  la  below  that  dealrei.   With  tha 

Ssdaund  Aafour,  ''Industrial  Development  in  Lebanon,'*  Middle 

Bast  Bconoaic  Papers.  1955  (Beirut:  American  University  of  Beirut, 
1955),  p.  4.    Between  1948  and  1950  the  nisri>er  of  buildings  has  in- 
creased at  a  rate  of  f>  per  cent  per  year.    Albert  Badre,  Mational 
Income  of  Lebanon.  Monograph  So.  7  (Beirut:  July, 1954),  p.  6. 

(Mimeographed)   '         •>  j,^.. 
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awblllMtlob  ot  thtt  uow  tixisiafl»y%d  uud  with  uhe  riue  lu.  wa^e  ratec, 
total  paraonal  l&cocae  will  iacrcasa  aod  confiumptlot)  axpandltuLds  vill 
titt;    In  tU«  ftCkccaci  pUca,  the  tax  systeoi  of  Lebanon  l£  haavily 
•ilabtad  towavda  indirect,  cazas.    Tfaase  vlll  probably  taka  laoro  Coaa 
fcba  average  »£  13  par  s«ut  Lvoa  tho  aUdiclooaL  iucoae  of  this  group. 
To  Um  «»i;«ut  thia  is  tiM»t  tha  iocceaaa  la  conswOi^jicloa  axp«)dituraa 
will  ba  curtailad.  ,m  , 

Coucluvious  ragardiog  tha  allocation  of  the  additional  lacope 
bacwaan  caasm^tloa  ao4  aaviags  by  the  high  incaoa  groups  are  ewra  dif- 
ficult to  ascertain.    Sloca  the  standard  of  living  of  this  group  is     '  ' 
already  aiMva  cha  subaistaaca  lervel,  and  since  it  also  prorv^ldes  a  &ub* 
staatial  asKiuat  of  savings,  a  general  ubsarvation*  basad  oa  Keynes* 
'*FuudaaMucal  Psychological  Law"  would  lead  one  to  expect  aa  incrsase 
in  positive  savlags  to  result,  in  addition  to  lacraased  contiumptioa 
expenditures.^   If  the  nature  of  the  tea  syetea  is  also  considered*  ' 
it  seems  logical  to  axpaet  a  smaller  proportion  of  the  additional  la- 
coMe  of  this  group  to  be  transferred  to  the  Goverasaeut  Chan  of  the  lover 
iaceeia  gtaups.    Consequently,  there  seems  to  be  little  basis  for  antiai- 
pating  any  appreciable  change  in  th«  allocation  of  income  batwaen  con* 
aoHNptiaa  Md  savings  by  the  hijj^er  income  groups.    The  Increase  in  ' 
consoii^^on  expenditure  will  probably  add  more  to  the  demand  for     '  <V' 
luxuries  (imports)  and  the  increase  in  savings  may  provide  funds  to 
finance  graater  iavastuant.  :    '  '  '        '  "' 

Demands  for  goods  and  services  and  private  Investment 

7htt  daoaads  for  goods  and  services  generated  by  the  development 

^j.  >      ^J*  M.  Keynes,  The  General  Theory  of  Bmploywent,  Interest  and 
Money  (New  Tork:    Harcourt,  Brace  and  Company,  1936),  p.  96, 
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•xp«n<lltur«s  Includa  aot  only  tho*«  dirMCly  n««d«d  for  th«  iaple- 
Mtttatlon  of  projoctt  but  «1m  thooo  that  «r«  inducod  «*  a  rasulc  of 
tha  incraasa  in  incoaas.    Although  an  incraaaa  In  cha  lattar  is  no 
laaa  cartaln  Co  occur  than  tha  incraaaa  in  tha  fonMr,  tha  axtant  of 

tha  incraaaa  and  th«  Ixpact  on  tpacific  aactort  of  tha  aconomy  la  ouch 

/  / 
■ora  cdiff Icult  to  pradict. 

With  raapact  to  diract  projact  daaands,  two  problaaa  ara 
craatad.    Thaaa  ara:    (1)    poasibla  shortagaa  of  construction  oAtariala, 
particularly  caMnt.  and  (2)    scarcitiaa  of  eartain  typaa  of  akillad 
labor.    Tha  aacond  of  thaaa  haa  alraady  baan  diacuasad.    Tha  firat  aay 
praaant  problaaa  of  aarioua  proportiona. 

Although  tha  eaaaat  iaduatry  haa  axpandad  in  racaat  yaara,  dua 
to  rlalng  daaanda,  furthar  axpanalon  will  ba  difficult  to  achiava  la 
a  abort  pariod  of  tiaa.    Furthanaora,  tha  procaaa  of  axpanaion  raquiraa 
tha  iaportation  of  capital  aquipaant.    But  avan  aaauaing  that  axpanaion 
can  ba  accoapliahad  fairly  quickly*  tha  daaand  for  caaant  during  tha 
firat  two  or  thraa  yaara  of  tha  conatruction  pariod  will  undoubtadly 
ba  in  axcaaa  of  local  production.    Tha  firat  affact  of  thia  naw  daaand  - 
will  ba  tha  ceaplata  caaaatien  of  caaant  axporta.    But.  in  viaw  of  tha 
naada  of  tha  conatruction  prograa,  avan  a  coaplata  caaaation  of  axporta 
will  atill  laava  a  ahortaga  and  aaka  iaportation  of  caawnt  inavitabla.^ 

Concaming  tha  inducad  daaanda  dua  to  riaaa  in  aonay  incoaa, 
aavaral  problaaa  ara  alao  facad.    But  bafora  thaaa  problaaa  ara  analysad 
an  iaportant  quaation  auat  ba  raaolvad.    That  ia  tha  quaation  of  tha 
poaaibilitiaa  of  aaating  naw  daaanda  for  conauaara'  gooda  and  aarvicaa 

*gu£ra,  Chaptar  V,  p.  1X8. 
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fx<ND  local  vaccMircas  during  the  con»tructlon  period.  la  other  worde» 
how  will  private  inve«t«ent  be  affected  by  the  additional  deMads  for 
loeal  ceaMditiee  and  eervicee? 

ta  the  extent  that  the  increase  in  public  expenditaree  on  the 
creation  of  new  capital  goode  is  counterbalanced  by  a  decrease  in  pri- 
vate capital  expenditures,  no  pressures  on  local  resources  need  develop. 
But  there  is  no  reason  to  beliava  that  private  investaent  will  be  pro- 
portioaally  reduced.    In  fact,  the  developnent  expenditures,  financed 
for  the  Most  part  through  bank  credit,  will  probably  induce  coopetitlve 
expenditures  froei  the  private  sector,  particularly  for  building  cob* 
struction.    These  increased  expenditures  will  exert  additional  pressure 
on  the  supplies  of  cement  and  of  skilled  labor— the  two  areas  where 
shortages  are  likely  to  result  from  the  developoent  pregraa.    Thay  are 
also  areas  where  inflationary  tendencies  already  exist.    It  will  be  re- 
Mtfbered  that  the  wholesale  price  index  of  construction  aaterials,  in* 
eluding  ceownt,  increased  by  15  per  cent  fro«  1954  to  1957. 

The  induced  effects  will  not  be  liwLted  to  the  construction 
industry.    Although  the  ecoaooqf  aay  not  be  fully  eaiployed,  it  is  in- 
evitable that  sone  diversion  of  resources  from  the  production  of  con- 
sumer goods  to  the  production  of  capital  goods  for  the  davelopMOt 
projects  will  occur.    This  is  particularly  true  in  the  case  of  tkilled 
labor.    In  the  absence  of  new  end/or  increased  taxes,  the  n«r  incoaes 
will  aaan  new  deaends  for  awst  goods,  particularly  foods  and  clothing. 
The  question  arises  as  to  the  possibilities  of  aeeting  induced 
deaaads  for  goods  and  services  froa  local  production.    Hith  the  excep- 
tion of  seuM  industries— priiaarily  foodstuffs,  ceswnt,  and  tobacco, 
which  account  for  roughly  20  per  cent  of  industrial  eaqployoent— 
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•xcess  industrial  capeclty  l»  wld«»pre*d.    One  irould  expect  that 
production  outside  the.e  three  InAtetrle.  could  Inereaee  In  step  with 
Increasing  deoands.    While  there  la  no  doubt  that  the  production  of 
•OM  con«T«er  goods  can  be  stepped  up.  It  ifould  be  erroneous  to  sup- 
pose that  all,  or  even  a  substantial  part  of  these  new  deisands  can  be 
mt,    further  aupanslon  In  production  In  nost  industries  will  probably 
be  obstructed  by  the  presence  of  critical  bottlenecks  which  cannot  be 
rectified  in  a  short  tine.    It  would  appear,  therefore,  that  the  supply 
of  dowestlc  consu^r  goods  production  is  largely  IneUatlc  in  the 
short«rua. 

The  induced  daisands  for  wore  consumer  goods  are  likely  to  cauto 
larger  Inports.    The  local  production  of  consuMr  goods  depends  to  a 
large  extent  on  the  Import  of  raw  materials.    To  the  extent  that  output 
Increases,  therefore,  Isyorts  also  increase.    In  addition,  the  dsMnd 
for  s»re  consoiMr  goods  will  be  partly  a  demand  for  luxuries,  which 
will  also  Increase  Imports.    This  means  added  pressure  on  the  baUnco 
of  payMats.  aeceatttatcd  by  the  possibility  that  food  exports  will  bo 
reduced  due  to  increased  local  consumption.  ,  .vr.  i 

Balance  of  payments 

The  discussion  In  the  proeoding  sections  leads  to  two  gmieral 
conclusions:    that  the  ImpleMntation  of  the  development  program  within 
the  present  context  of  the  Lebanese  economy  will  lead  to  <l)  baUnce  of 
payments  problems  and  (2)  price  Increases.    The  roasoas  for  these  con- 
clusions will  now  be  drawn  together  and  suniMrisod. 

rressure  on  the  balance  of  payments  will  come  from  several 
sources  s    (1)  foreign  exchange  re<tulrements  in  excess  of  those  which 
have  been  made  avaiUble  or  which  are  likely  to  accrue  to  the  Government 
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(hiring  th«  coa«tructtoa  pMlod,  (2)  taa^Mcy  rcouctton  In  goods 
tot  export,  (3>  increased  deaand  for  iaporte,  end  (A)  raBittences  of 
iaported  akilLeu  labor. 

The  foreign  exchange  requireiMints  and  poesible  vayt<  of  Meting 
these  requireaents  have  been  discussed,^   Even  if  these  vere  the  only 
ehaagee  to  the  deoand  for  foreign  exchange,  they  would  probably  exert 
preesare  on  the  rate  of  exchange  unfavorable  to  the  financing  of  the 
project;  exchange  rates  in  Lebanon  on  other  currencies  would  tend  to 
rise.    But  it  is  not  the  only  factor.    The  devclops^nt  project  vill 
also  decrease  soae  exports  fro*  tebanon.    The  most  specific  of  theee 
are  the  re*iction  in  ceisent  and  olive  exports.    Between  thea,  they  will 
probably  result  la  a  loss  of  foreign  exchange  easniag*  of  irwa  U3  «il- 
liou  to  LL6  •illion  a  year.    To  what  extent  other  exports  will  drop  as 
a  result  of  the  increase  in  dotaescic  consultation,  investment:,  and 
prospective  price  increases  is  difficult  to  ascertain.    It  is  reason- 
able to  expect,  however,  that  these  will  contribute  to  further  foreign 
exchange  losses. 

In  addition,  the  higher  level  of  net  national  product  will  in- 
duce ia^rts.    to  the  extent  that  domestic  Investateat  expenditures  in- 
crease, they  will  lead  to  an  iaerease  in  capital  goods  iaport«.  As 
domestic  consua^tion  expenditures  rise,  tkey  will  result  in  a  demand 
for  ia^ports  of  consuaer  goods  and  also  to  an  increase  in  inports  of 
raw  material  with  which  to  Increase  doiaestic  production. 

Finally,  the  recruiting  of  substantial  nvra^rs  of  skilled 
labors  in  foreign  countries  can  be  enpected  to  increase  the  doiand  for 

?     ^Supra.  Chapter  IX,  pp.  190-202. 
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forelsn  exchanga.   ThM«  Ubor«rs  will  probably  l«*va  4ap«id«at« 
behind  and  find  it  naccssanr  t»  aaad  ftrnda  for  tbalr  tupport.    ftt  ad- 
dition •oaii  of  Chaa  nay  wish  to  ratura  hooM  during  tha  eonatructioa 
farlod  and  taka  thair  aaminga  vith  then.  "  ^ 

It  do«8  not  saaa  tbat  tha  problaats  eonaaetad  with  tha  balaaea 
•£  payaants  should  ba  dicoissad  too  casually.    Although  Labanen  had 
a  balanea  of  payMnts  surplus  in  aach  of  tha  f Iva  yaars  19SI-19SS,  and 
although  this  surplus  rangad  fr«a  U.18.9  million  to  1XS7  Billion,  it 
does  not  soaa  substantial  aaougb  to  provida  for  all  tha  dasMtnds  vhieb 
my  ba  nada  against  It.    If  it  is  not,  than  nnlass  stops  ara  takan 
proovtly  to  daal  vith  tha  balanea  of  payMnts  probleas,  it  could  soriously 
iatarfara  vith  tha  affieiant  coaplotion  of  tha  davalopaant  program. 
IfVf ^  of  prices 

Prices  in  Lebanon  ara  affected  by  the  prices  of  iaports  since 

price  indexes  include  the  prices  of  iiqported  products.    Becauae  of  thia 

i  ■ 

fact  it  has  been  necessary  to  postpone  a  consideration  of  the  effects 
•f  davelopMnt  expenditures  mi  price  levels  until  full  coasideratiwi 
has  bean  given  to  the  balance  of  payaants* 

The  forces  that  are  likely  to  exert  an  influence  on  the  level 
of  prices  my  be  conveniently  diseuasad  under  tvo  hasdinga«*tha  internal 
forces  and  tha  external  forces*-although  these  tvo  are  naeaaaarlly  ta« 
tardependent,  especially  in  tha  case  of  Lebam»n*  ^ 

Vith  reepect  to  the  internal  forces,  it  should  be  rsamnbered 
that  public  development  expenditures,  financed  aostly  by  bank  credit, 
ara  ai«ed  priaarily  at  investaent  in  social  overhead  capital.   As  sack 
they  vill  MHipete  for  the  scarce  factors,  aanely  skilled  labor  and 
construction  natarial.   A  riae  in  the  vages  of  skilled  labor  should  ba 
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«xp«et«d  along  with  an  IncrMs*  in  the  CoUl  vag*  bill.  latUnal 
tmw  will  undMibtadly  Incraaaa.    Thia  vill  raault  la  an  incraaaa 
la  th«  daaand  for  locally -produced  goods  and  aarvicaa. 

Hm  avj^ly  •t  agricultural  production  ia  utraMily  rigid  ia 
tha  short  run  (ona  yaar)  and,  whara  no  oaaily  cultivabla  land  axlata, 
ia  aiailarly  rigid  la  tha  aueh  lengar  run  (until  aaw  irrigation  projacta 
ara  eai^latad).    ^srtharMra,  ainca,  vith  tha  axcaption  of  fruita  aad 
vagatablaa,  shortagaa  of  locally  producad  foodgraina  axiat,  an  incraaaa 
in  tha  doaand  for  agricultural  caoaaditiaa  obvioualy  could  not  ba  aatia* 
fiad  froa  local  aourcaa.   And  to  tha  astant  that  tha  conataption  of 
fruits  aad  vagatablas  is  incroasad,  a  eorraaponding  raductioa  in  ax- 
port  a  vill  occur  along  vith  tha  axpactad  raduetion  of  oliva  aqporta  aad 
possibly  othar  food  axports  asaociatad  vith  tha  davalopsMmt  of  tha 
Lltaai  projact. 

Aa  to  iaduatry,  it  ia  aoticaabla  that  savaral  iaAistrUl  firM 
ara  working  at  laas  than  full  capacity.    Aa  aantionad  aarliar,  vaak 
danaad  ia  ona  of  tha  aajor  obstaclaa  in  tha  vay  of  induatrial  ax- 
paaaioa.   Although  tha  lladt  of  full  induatrial  capacity  haa  not  baan 
raachad  in  som  araaa,  utilisation  of  full  capacity  vill  involva  addi- 
tional iaqporta  of  raw  Matariala  vhich  coaatituta  a  larga  parcantaga  of 
total  coat,  aasualag,  of  coursa,  that  all  othar  prttblaaw  of  InAistry 
can  ba  ractifiad. 

Tha  abova  diacusaion  would  suggaat  that  pricas  of  local  goods 
vill  aova  in  an  upward  diraction.    Evan  with  tha  avaiUbility  of  surplus 
unskillad  labor  and  som  uausad  capacity,  tha  production  bottlanaeks 
including  tha  scarcity  of  aosM  kay  factora,  vill  undoubtadly  contributa 


to  an  InercM*  in  prle«a.    UncnqployaMUit  in  Che  Ksynsalan  •«!••  Mass 
not  only  unanployad  labor  but  also  approprlaea  aur:|»lua  capacity  In 
cquipaant  and  other  conplaientary  resources  to  go  with  it.  Thus, 
financing  projects  by  deficit  methods  under  these  conditions  will  give 
rise  to  an  increase  in  physical  output  which  will  occur  »ari  nassu  with 
the  increase  in  money  income.    In  the  case  of  Lebanon,  however,  where 
at  the  inception  of  the  development  cycle,  existing  unemployment  doM 
not  have  the  adequate  complementary  unemployed  resources  to  go  with  it, 
the  so-called  multiplier  will  most  likely  woric  in  purely  monetary  terms, 
resulting  in  rising  prices  rather  than  an  increase  in  physical  output. 

It  may  be  necessary  at  this  point  to  make  a  slight  digression. 
The  magnitude  of  the  multiplier  is  equal  to  the  reciprocal  of  the 
summation  of  the  leakages  from  marginal  increase  in  the  flow  of  is* 
some,  namely  the  marginal  propensity  to  save  and  the  marginal  propen- 
sity to  iayort.    The  marginal  propensity  to  import  is  believed  to  be 
very  high  in  Lebanon  as  can  be  evidenced  from  import  data.    The  level 
of  savings  are  also  high,  even  if  allowance  is  made  for  investment 
financed  from  the  high  level  of  ineesw  from  abroad.^    Thus,  these  two 
factors,  NN  and  MPI,  point  to  a  large  amount  of  leakage  of  purchasing 
power  into  iiyorts  end  sevings  which  could  reduce  the  internal  mlti- 
plier  to  probably  seiMwhere  slightly  over  unity.    However,  since 
government  surpluses  (a  form  of  leakage)  are  not  likely  to  be  realised 
dkiring  the  period  of  construction,  the  magnitude  of  the  internal  multi- 
plier might  be  higher  than  indicated  above.    Also  it  must  be  remeaA>ered 

Wusif  A.  Sayigh,  "Lebanon:  Special  Economic  Problems  Arising 
from  a  Special  Stnieture.**  Middle  Bast  Keonomic  Papers.  1957  (Beirut t 
American  University  of  Beirut,  1957),  p.  75. 
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that  about  half  o£  tha  davalopment  axpendltures  will  accrue  to  tha 
lowar  ineoM  groapa  whara  tha  MPS  it  llkaly  to  ba  all.    But  ev«n  aa- 
■uning  a  high  laakaga  of  Increaaa  In  Incoma  into  laports,  the  problaa 
of  Increased  prices  arising  froa  Incraaaad  dansnd  eaaoot  ba  dlaadaaad. 
Tha  reasons  for  this  will  ba  stated  below. 

A  high  oMrglnal  propensity  to  Inport  and  a  deficiency  of 
x—vey  eapaeltj  are  coraplenentary  because  the  foraer  laay  be  Inter- 
prated  to  aaan  that  tha  aconotsy  has  no  reserve  output.    This  would 
■ean  an  increase  in  aoney  Incoiac  would  have  to  be  «et  by  an  increase 
In  laports— a  strong  possibility  in  trade*llbcral  Lebaooa. 

Becauae  the  availability  of  foreign  exchange  on  the  Beirut 
aarkat  Is  not  Inexhaustable,  the  first  li^ct  of  laereasad  laporta 
will  tend  to  lead  to  a  rise  in  the  foreign  exchange  rates.    A  rise 
la  exchange  rate  will  aean  an  Increase  in  the  local  prices  of  laports 
destined  for  Industry  ar  for  tha  eonsuaar  directly.    Thla  aituation 
aay  encourage  short -tera  Investaent  In  trading  stock  of  local  and  of 
li^rted  origin,  and  aay  alao  intensify  tha  daaand  for  gold  and  fosalgn 
exchange  as  a  hedge  against  cheapening  of  the  local  currency  and  for 
apeculativa  purposes.    It  Is  needless  to  point  out  that,  should  this 
situation  develop,  even  if  not  severely,  it  could  have  serious  effects 
•n  the  balance  of  payaants  by  dlacouraging  tha  aoveaents  of  capital 
Into  Lebanon.    The  Econoaic  Reaearch  Inatitute  of  the  Aaarican  Uni- 
versity of  Beirut  estiaated  capital  flows  into  Lebanon  at  LL49  alllloa 
in  19S3,  LU3  allllon  In  1954,  and  LLBO  allllon  In  1955.^    Far  tha 
three  year  period,  therefore,  capital  aovearats  Into  Lebanon  averaged 

^Banque  Llbanaise  pour  le  Cogaserce,  Economic  Review.  Mo.  36 
(Beirut:  June  ,1957),  p.  2. 
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about  LL64  Billion.    A  tMontyflvt  ft  cent  reduction  In  capital 
Inflow*  vould  have  aanoua  l^llcatlona  for  the  balance  of  payaente. 
A  fifty  per  cent  reduction  In  their  contribution  would  probably  wipe 
out  all  the  country's  balance  of  payaente  surplus. 

Thus,  parallel  to  Increase  In  prices  runs  a  weakening  of  the 
external  value  of  the  currency  which  aay  Interfere  with  the  coaqpletlon 
of  the  projects  and  with  the  satisfactory  perforMnce  of  the  econoay. 

VUle  the  foregolas  analysis  points  to  an  Increasing  price 
level,  certain  fuallfleatlon*  aay  be  In  order.    First,  the  aagnltude 
and  the  direction  of  developaent  expenditures  In  relation  to  total 
eeonoalc  activity  aust  be  considered.    Specifically,  It  la  estlaated 
that  anmial  outlays  for  the  projects  are  e^l  to  about  4  per  cent  of 
the  national  product.    Thus,  while  the  projects  theaselves  aay  be  In- 
flationary, their  relative  laportance  to  the  total  econcmy  aay  sharply 
lialt  the  extent  of  the  upward  pressure  on  the  price  level.    In  addi- 
tion. It  aay  be  noted  that  while  the  wages  of  skilled  labor  are  ex- 
pected to  increase,  they  will  probably  have  Halted  effects  on  the 
general  level  of  wages.    Als  conclusion  rests  on  the  assuaptlon  that 
skilled  workers,  due  to  the  nature  of  designs  of  various  projects, 
probably  constitute  a  saall  portion  of  total  labor  re^lreaents  and 
hence  a  saall  portion  of  the  total  wage  bill.    Hence,  InfUtlonary 
pressure  froa  this  sector  alght  be  saaller  than  otherwise  Indicated. 

Another  area  In  which  prices  are  expected  to  Increase  Is 
agricultural  products.    It  Is  Interesting  to  note  that  between  the 
years  1933-1956  the  wholesale  prices  of  foodstuffs  reaalned  nearly 
the  saae;  and  It  aay  be  recalled  that  19S3-1956  was  also  a  period  of 
eonslderable  expansion  In  the  national  product.    This  would  raise  an 
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iat«Ctt«tijig  4a««ti«n  coacaralng  th«  supply  •Usticity  of  fan  productt. 
Appar«atly  in  tlM  past  tha  food  aupply  hat  1»aan  abla  to  adjuat  C« 
hlghar  daaand  vlchout  a  notlcaabla  Incraasa  ia  prlcaa.    On  cha  basis 
of  tlila  avldanca,  eaa  alght  concluda  that  fucthar  aspaaai«a  of  tha 
aeonoay  is  not  likaly  to  sanarata  prica  ineraasas  of  foodstuffs.  lOMr- 
avar,  it  is  also  to  ba  ootad  that  aiich  of  tha  past  axpaasion  in  food 
supply  (graiaa)  has  origiaatad  in  iaports.    During  tha  pariod  of  con- 
struct ion  »  howavar,  tha  inflow  of  agricultural  ii^orts  aay  ba  had  only 
at  a  highar  prioa  in  tavas  of  foraign  axehanga  bacausa  our  pravious 
analysis  has  shown  that  tha  balanea  of  payaMats  will  com  undar  cw 
sidarabla  prassura.    Hanca,  a  seurca  of  stability  is  likaly  to  ba 
aliainatad. 

In  appraising  tha  iivaat  of  tha  balaaca  of  paysants  prassura 
on  tha  laval  of  pricas,  ona  furthar  factor  naads  to  ba  considarad. 
Tha  high  eorralation  batwaM  tha  novaBaata  of  azchanga  ratas  and  tha 
prica  la¥al  is  illustratad  in  Tabla  57.    Ona  axcaption  to  this  pra- 
doainantly  high  corraUtion  batwaan  prica  lavals  and  axchanga  ratas 
would  ba  tha  yaar  1957.    Thia  davUtioa  can  ba  attributad  to  thraa 
factors:    (1)  tha  lifting  of  rant  controls  on  luxury-typo  housing 
which  incraasad  rutals}  (2)  tha  iacraasad  daMnd  for  construction 
■atarlals  la  1956  by  tha  public  sector  for  purposos  of  roconstructiea 
of  aarth^uaka-davastatad  araas;  and  (3)  tha  drought  conditions  in  Syria 
gyria  nonsally  supplias  l«banon  with  s»at  of  ita  earaal  ra^uirammts. 
Tha  laat  factor  aaant  that,daspita  tha  drop  In  tha  axchanga  rata  ba- 
twaMi  tha  Syrian  and  tha  Labanasa  Pound  in  favor  of  tha  lattar,, 
^l^riMWon  had  to  raly  on  ia^rts  froai  othar  araas  with  tha  addad 
transport  cost. 
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In  susMry,  vhll«  th«  pr«J««ts  tlMOMlvM  My  not  g«n«r«t« 
••tlous  lafUtloiuiry  ffrntrmt  in  ftm  ot  th«  ftml  •eonony,  ch«M 
prMsurc*  m9t  b«  tLddmd  to  a  number  of  oth«r  Inf  Utiooary  factors 
waali  aa  (1)  tim  allalaacioa  of  govarmant  surpluaas,  (2)    eha  con- 
ttirraat  doMads  ganaratad  by  tha  public  saetor  In  tatM  of  avar* 
«q»andlng  aconoodc  accivlclas  of  eha  Govamaant  within  tha  Ordinary 
ludgat,  and  (3)  tha  concurrent  daaaada  by  tha  privata  sactor.  Ttraa, 
tha  sua  total  of  thasa  forcaa  might  hava  tarious  iavlicationa  for  tha 
aconomy* 


■''i 
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V t,-'  ^         ■  .  .  .    --  v. 

POLICY  (^STIOHS 


Without  «  positive  •cononlc  policy  the  ia^lcmentation  of  the 
4«v«l(^m«nt  prograa  vlll  probably  Iced  to  Infletionary  and  balance  of 
payncnta  preasures.    The  inpertance  of  fulfilling  the  aims  of  the  de- 
velopnent  projecta— na»ely»  the  proviaion  of  '*aocial  ovarttMd  o^ital** 
in  iwcthmc  eeonoalc  expansion  and  at  the  sane  tine  vaialng  the  atan* 
dards  of  living  of  the  people,  within  a  f raiaework  of  financial  ate* 
bllity— cannot  be  ovaraaphaaiaed. 

rinanelal  stability  has  both  Internal  and  external  iapliea« 
tions*    Internal  financial  atability  is  taken  to  mean  the  absence  of 
a  anbataatlal  ahange  in  the  value  of  the  Lebaneae  Pound  over  the  con- 
atruction  period.    Externally,  financial  stability  would  be  identified 
with  a  reasonable  degree  of  stability  in  the  exchange  retes.    This  would 
be  particularly  applicable  in  the  case  of  Lebanon  since  exchange  controls 
are  abaeat,  except  to  the  extent  that  the  Exchange  Stabilisation  Pund 
has  been  active  in  recent  years  in  a^porfciag  the  value  of  the  dollar 
in  terns  of  the  Lebanese  Bound. 

If  inflationary  and  balance  of  payaenta  problems  are  to  be  kept 
to  a  niaiwM,  the  Goveraaant  mat  follow  a  positive  economic  plan.  Such 
•  plan  would  include  nonetary  policy,  fiscal  policy,  an  l  foreign  eeonoalc 
policy.  ■ 
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Monetary  Volley 

Monetary  j^llcy  for  purposas  of  this  chaptar  la  takan  to  naan 
tha  vaa  of  discount  rata,  opan  market  operations,  and  raaarva  require* 
Mnts  by  the  wmetary  authorities  to  Influence  the  effective  voluae 
and/or  use  of  money  and  credit.    As  traditionally  applied  in  other 
aeimtries,  there  la  little  promise  that  theaa  will  prove  effective  In 
Lebanon  in  counteracting  the  inflationary  tendencies  generated  by  the 
development  projects.    It  might  appear  that  tha  rediscount  rata  would 
be  an  effective  instrument  of  meoatary  poliey  in  view  of  the  absence 
of  a  diversified  money  market  to  which  investors  can  turn  for  financing. 
Several  factors,  however,  eiqilaln  its  Ineffectiveness.    The  first  is 
the  uttdaveleped  nature  of  the  money  market.    In  its  present  state,  tha 
market  is  not  sensitive  to  changes  designed  to  Influence  interest  rates 
and  hence  would  be  little  affected  by  changes  in  the  discount  rate. 
Secondly,  the  very  nature  of  the  B8L  reduces  the  effectiveness  of  the 
discount  policy.    Its  dualistlc  nature,  vis-a-vis  other  private  baB|f, 
as  a  cratral  bank  and  as  a  strong  competitor,  reduces  the  willingness 
of  the  other  banks  to  borrow  from  the  BSL.    Furthermore,  the  hi^  de- 
gree of  liquidity  maintained  by  tha  private  benks  has  made  them  in- 
MMitive  to  discount  rate  changes.    The  third  factor,  as  already 
stated,  is  the  lack  of  legislation  to  regulate  the  organisation  and 
c^aratioas  of  private  banks.    Private  banks  go  about  their  buainess  as 
they  choose.    The  non-exlstmce  of  such  legislation  makes  it  very  dif- 
ficult for  the  authorities  to  restrict  or  encourage  leading  aetivitiaa 
by  banks. 

In  order  for  open  market  operations  to  be  effective,  there  must 
be  a  well  organised  market  for  buying  and  selling  debt  instruments.  Such 
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•  aarket:  doen  not  oxlst  In  Lebanon.    Until  ona  la  devalopad^  Cha  BSL» 

or  any  central  banlt,  will  find  it  difficult  to  •Qdca  tha  rediscount  rata 

effective,  or  to  Influence  the  availability  and  cost  of  credit  through 

open  aarkat  ofaxacitM^^ ' '        ^k^-P  -    ■  ■. 

V        Tha  asa  of  variable  legal  ratarva  raqulraaaBte  la  not  workable 

under  axlatlnij^  condition*.    The  B8L  does  not  no»;r  possees  the  authority 

CO  vary  reserve  re^pilreaants,  nor  are  the  banks  retired  to  oalntaln 

any  fixed  aaouat  of  legal  reserves.   While  It  would  be  possible  to  paaa 

such  latrs.  It  pn^bly  would  not  be  feasible.    As  iMtg  as  the  BSL  cea- 

patas  with  the  private  banks  for  business,  ami  M  iMg      it  t«  privately 

owned  by  French  Interesta,  It  Is  not  politically  advisable  ta  require  tha 

private  banks  to  aalatain  rasacvea  with  tha  BSl. 

analysis  leads  to  the  eoaeluslofi  that  tha  traditional 

general  Instruaents  of  monetary  policy,  if  applied  at  the  present  tlM 

In  Lebanon,  would  be  Ineffective.    It  Isiplies  that  for  MMhstary  policy 

to  contribute  toward  cooibattlng  the  undesirable  effects  of  the  develop* 

nent  progran,  soae  nonetary  and  banking  reforvs  are  necessary. 

Kr.  F.  Xaaslng  of  tha  Xataraatlonal  Monetary  Fund  was  Invited  to 

Lebanon  by  the  Government  to  sake  a  thorough  study  of  banking  and  monm" 

tary  probleas.^   !htfortuaately,  only  a  partial  aunnary  of  this  laportant 

work  is  available.    Asiong  other  things  Mr.  Kaasing  has  this  to  sayi 

According  to  existing  legislation,  neither  tha  CoveniiMit 
wn  tha  Bank  of  Syria  and  Lebanon  /IS^Z  supervise  the  develop- 
■eat  of  the  banking  ant!  credit  situation.  Goveruaient  censor 

who  waa  appointed  according  to  the  1939  agraenant  is  forbidden 
fr&ffi  Lnterferliig  vilh  any  business  of  the  Bank  of  Syria  and 
Lebanon  save  that  of  note  iaaue.    This  supervision  of  note  issue 
does  not  carry  ecanonlc  significance.    The  Bank  of  Syria  and 
Lebanon  is  not  necessarily  sotivatad  by  tha  public  interest  in  , 


F.  laealng,  '^Report  on  the  Monetary  and  Banking  Systen  of 
Lebanon,**  in  Kepublic  of  Lebamm,  Planning  and  DevelopsMnt  Board,  Second 
Annual  laport  (Beirut)  1956),  pp.  22-28.    (The  report  is  reproduced  in 
Arable.) 
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conducting  Its  buslnea*  affair*.    Tru«,  no  serioua  aiatakM  have 
occurred  ao  far  but  thera  ia  no  guarantee  that  thia  will  continue. 
Undeairable  things  may  happen,  and  if  they  do,  very  little  if  any*; 
thing  can  be  done  about  thea.* 

Hr.  Keasing's  report  then  lays  down  certain  pra-requiaitas  of 

Bonatary  policy.    Two  stages  are  reconMeRded  In  this  respect.    The  first 
•t«t«  includes  the  collection  and  analysis  of  statistical  data  on  all 
phases  of  the  hAtumM  eeonoray.    Goncurrimt  with  this  reeonmandation 
is  the  necessity  to  devise  monetary  legislation  giving  certain  rules 
to  banking  transactions.    These  ineluda  the  legal  definition  of  what 
aonstltutas  a  bank,  nlnlmini  capital,  mlnltnun  reserves  out  of  net 
profits,  operations  prohibited  by  bai^s,  etc.    The  report  advised  the 
Lebanese  Govertugant  to  profit  from  Syrian  legislation  relative  to 
its  own  nrif  central  banking  system. 

The  second  stage,  which  would  not  be  practical  before  tbe 
passage  of  one  or  two  years  after  the  first  stage  has  been  implemented, 
includes  the  creation  of  a  Council  on  ^toney  and  Credit  or  a  depart* 
seat  vithia  the  Nlalstry  of  Finance  to  formulate  monetary  policy.  Also 
included  In  tha  saeond  staga  arat  (1)  devising  liquidity  rules  for 
banks;  (2)  defining  the  authority  of  the  new  Council  on  Money  and 
Credit;  and  (3>  revising  the  1939  agraeiDent  with  the  Bank  of  Syria 
and  l«banon  so  as  to  separate  its  private  from  its  public  functions. 
It  is  recosBianded  by  Mr.  Keesing  that  tha  first  two  of  these  measures 
be  fomulated  in  the  light  of  the  newly  developed  statistical  infor- 
mation resulting  froia  ioi^lefsentation  of  the  proposed  reforms. 

Concerning  a  re-afrangemeat  of  the  present  structure  of  tha 
BSL,  the  report  points  out  the  unsatisfactory  state  of  affairs  nev 

^Ibid..  p.  22. 
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•xlaeiag,  which  aris«s  fron  eh«  1939  convention.    It  Is  cspoclAlly 

•titi—1  of  tho  dual  aatur*  of  the  B81..    To  roaody  thlo  sltoatlen,  tko 

r^ort  advlsoc  that 

Ihitll  tha  Govamaant  la  fraa  to  aatabllah  a  central  bank, 
tha  B8L  ba  ra-organlsad  so  as  to  Incorporata  Into  Its  praaant 
laaua  Oapartaant  all  bualnass  that  It  carrlas  out  In  eonnactlon 
with  Ita  public  functlMia,  laavlng  In  tha  Banking  Dapartnont  onlp 
Ita  prlvata  bualnass.    Tha  ra*organlaad  Issua  Dapartaant  would 
than  contain  not  only  tha  note  Issue  and  Its  cover,  but  alao 
tha  Govemoent  deposits,  the  deposits  of  private  banks,  and  all 
•lasMta  that  are  eligible  for  currency  cover.    Tha  key  to  this 
re-organlsatlon  Is  that  the  Govennent  would  have  the  right  to 
Influence  the  functions  of  the  new  Issue  DepartoMnt  which  would 
have  the  characteristics  of  a  central  bank.    The  BSL*s  Banking 
Dapartaant  would  have  access  to  the  facilities  of  the  re- 
organized Issue  Department  on  the  saae  basis  aa  other  private 
banks.    Such  re*organlzatlon.  If  It  can  be  woriced  out,  should 
take  place  only  after  the  steps  outlined  above  have  been  taken( 
nanely,  the  collection  of  statlatlcal  data  on  banking  and  the 
creation  of  a  Council  on  Currency  and  Credit.^ 

Although  tha  reco—endat  Ions  aade  In  the  Keeslng's  Report  are 
largely  In  the  nature  of  refoma  which  aay  appear  to  have  little  or 
no  bearing  on  the  developaaot  prograa,  they  could  lay  the  fouadatioa 
for  a  positive  aonetary  policy.    While  the  li^leaeatatioB  of  the 
Kaealng  racoonendatlon  Is  acre  of  a  long-run  aeaaure.  If  the  Govem- 
■eata  aeta  with  the  apeed  recoaaended.  It  la  reaaenable  to  ei^ect  that 
MM  Instruaants  of  aonetary  policy  can  be  uaed  to  atea  Inflationary 
preaaurea  growing  out  of  the  developaent  program. 

It  Is  laprobable,  however,  that  tha  prograa  will  be  enacted  la 
the  near  future.    In  the  first  place.  Judging  froa  paist  perforuancea 
with  leglalatlon.  It  does  not  appear  likely  that  the  Govemaent  will 
take  swift  action  along  the  lines  suggested  by  the  Keeslng  r^ort. 
Itertheraore,  there  are  certain  legal  obataclea  facing  the  propoaed 
revlalon  of  tha  1939  agreeaent  between  the  Govemaent  and  the  BSL. 
In  Ita  aonetary  agreeaent  with  Prance  In  1948  the  Coveraaant  specifically 


llbid..  p.  23 
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AgrMd  not  to  chansc  th«  concMslon*  obt«la«d  by  French  eoaip«nic»  during 
ClM  Mndat«,  tmlMt  agrMd  to  by  All  th«  p«rtle«  coBcem«d.    Th«  B8L, 
it  will  b«  r«eall«d,  U  •  Prrach  institution,  th«  concMSion  of  which 
WM  granted  during  th«  aandatc  and  is  not  duo  to  oxpiro  b«for«  1964. 
It  is  doubtful  thst  th«  B8L  would  b«  willing  to  sscrifieo  th«  sdvaatsgss 
•njoyed  under  its  present  structure.    While  a  unilateral  action  by  the 
GovemsMat  say  be  within  its  legal  prerogative,  such  a  step  would  be  a 
breach  of  faith  nd  would  undoubtedly  have  sooe  adverse  effects  on 
present  and  future  foreign  investnent.    The  Government  should  withdraw 
the  concession  when  it  expires  in  1964.    But  the  present  policy  for 
dealing  with  concessionary  coapanles,  particularly  when  bound  by  inter- 
naticmal  agreeaent»  leaves  the  Government  little  or  no  control  over 
the  policies  of  the  B8L. 

The  Government  is  confronted  with  the  necessity  of  devising 
some  alternative  measures  to  iaqilement  monetary  policy,  even  in  the 
absence  of  desired  reforms,  or  of  abandoning  the  use  of  monetary  con- 
trols to  combat  the  inflationary  pressure  and  to  help  ease  the  balance 
of  payments  problem.    The  success  of  the  development  program  and  the 
future  development  of  the  Lebraese  economy  are  so  dependent  en  keeping 
these  undesirable  developments  to  a  minimum,  that  no  effort  should  be 
neglected  which  will  help  in  this  respe<:t. 

It  may  be  desirable,  therefore,  to  investigate  the  possibility 
of  enacting  legislation  which  will  contribute  to  the  solution  of 
several  pr^leme  growing  out  of  the  development  program.    It  will  be 
recalled  that  the  inflationary  pressures  of  the  development  prograqis 
largely  stem  from  the  sources  of  funds  used  to  meet  the  demsstic 
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fiaaaclal  r«4|uir«Mnts.    Thasa  vera  th«         of  sacuritlM  to  tha  pri- 
▼ata  baakiut  ayatan  and  tha  activation  of  tha  balaneaa  which  tha 
SJMW  Fund  now  kaapa  on  dapoait  with  tha  BSL.    It  waa  cradudad  that 
tha  activation  of  thaaa  balaaaaa  wmald  xaault  in  an  ineraasa  in  tha 
nota  iaaua  and  tha  caah  raaarva  poaitiea  of  tha  prlvata  banka.    It  waa 
alao  concludad  that  tha  ineraaaa  in  incoaa  would  tand  to  incraaaa  pri* 
vata  dasand  for  bank  cradit.    Any  naaauraa  to  conbat  inflationary 
fraaauraa  nuat  daal  with  thaaa  apacific  davalc^nanta  and  linit  tha  total 
aiqpanaion  of  tha  nonay  attpply. 

It  haa  alraady  baan  auggaatad  that  tha  funda  naadad  to  financa 
tha  davalopoant  prograa  be  partly dbtainad  by  raquiring  tha  banka  to  hold 
(OvanMant  aaeuritiaa.    Thia  will  provida  tha  Govamaant  with  funda 
naadad  to  financa  tha  davalopnant  prograa,  but  in  and  of  itaalf  it  will 
not  pravant  an  ai^anaion  of  tha  nonay  aupply  unlaaa  aoaa  aaaaura  ia 
found  to  forca  tha  banka  to  contract  cradit  tritich  haa  baan  axtandad 
to  tha  privata  sector  of  tha  aconooy.    It  will  ba  daairabla,  howavar, 
to  parait  an  incraaaa  in  tha  total  nonay  aupply  to  aaat  tha  naada  of 
axpanding  trada  aa  factora  of  production  bacoaa  mora  naarly  fully  aa* 
ployad  and  total  production  of  gooda  incraaaa. 

In  ordar  to  accoapliah  thaaa  purposaa,  it  la  auggaatad  that  ra- 
aarva raquiraarata  ba  aatabliahad  for  all  banka.    Tha  axact  conpoaition 
of  tha  raaarva  and  tha  aiza  of  tha  ra^uiraaanta  cannot  ba  apaclfiad  on 
tha  baaia  of  data  availabla  to  tha  writar.    Thaaa  ara  dataila*  howavar, 
which  could  ba  aattlad  without  too  auch  difficulty.    Tha  prineiptaa 
of  tha  provialon  can  ba  outllnad.    Tha  raaarva  should  ba  conpoaad  of 
caah  and  govamaant  aaeuritiaa.    Tha  aisa  of  tha  total  and/or  of  aach 
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cooq^nent  should  b«  r«l«t«d  to  total  daaaad  (or  daaand  «nd  tlao)  deposit* 
of  tlM  banks.    In  this  v«y,  ths  banks  would  b«  rs^irsd  to  purehaso 
govsmasnt  soeurltios  and  thalr  ability  to  expand  or  aaintain  total 
deposits  vould  be  d^endent  mi  their  sibility  to  acfuire  such  securities 
as  veil  as  cash  reserves. 

An  illustration  of  the  functioning  of  this  requlrsaient  may  prove 
helpful.    At  the  end  of  1957,  total  private  deasnd  deposits  were  UM7 
■llliea.    If  the  security  reserve  provision  were  set  et  20  per  cent, 
this  would  require  the  purchase  of  about  1X89  aillion  of  govennent 
securities.    If  the  purchase  of  these  securities  were  oede  through  the 
creation  of  deposits,  then  additional  securities  would  need  to  be  pur* 
chased.    The  total  expansion  of  deposits  will,  therefore,  be  d^endent 
on  the  availability  of  goveraMmt  securities. 

In  addition,  it  say  be  desirable  to  require  the  baidcs  to  aaino 
tain  a  cash  reserve  against  deposit  liabilities.    In  view  of  the  present 
ssf ositlon  of  the  banking  systc«  it  would  probably  be  desirable  if 
this  were  specified  as  cash  in  vault.    Since  data  are  not  available 
to  the  writer  as  to  cash  now  held  by  the  banks,  it  is  difficult  to 
specify  any  appropriate  ratio.    The  ratio  should  be  high  enough,  however, 
to  lialt  significantly  total  deposit  ei^ansion.    The  actual  aanuttt  of 
deposit  ejqpanslon  desired  will  be  substantially  less  than  that  needed 
to  finance  the  developaent  prograa.    The  ratio  would  then  need  to  be 
low  enough  to  pemlt  soae  Increase  In  total  d^sits,  but  high  enough 
to  force  the  banking  systaa  to  contract  the  aaount  of  leans  now  out- 
standing to  the  private  sector  of  the  economy. 

In  addition  to  Halting  the  expansion  of  bank  deposits  and 
providing  for  the  sale  of  govemnent  securitlee,  this  requlrenent  could 
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also  coBtribttt*  to  the  dovolopoont  of  «  sMmoy  narkot  In  Lebanon.  It 
would  ba  nacassary  for  Individual  banka  to  altar  thalr  ownarahly  of 
govanuMnt  sacuritlaa  aa  thalr  dapoalt  llabllitlaa  rlsa  or  fall.  Thia 
thay  cmild  do  through  tha  purchaaa  and  aala  of  thaaa  aaourltlaa  aaoag 
thaaaalvaa  or  vlth  othar  potential  ownara.    Gradually,  la  this  way,  a 
Burket  not  only  for  govemoMmt  aacurltias  but  othar  credit  Inatruaenta 
■l^t  evolve  to  the  benefit  of  the  total  aconovy. 

For  this  proposal  to  be  successful  in  helping  eantrol  the  infla* 
tionary  forces,  two  things  are  essential.    In  the  first  place,  the 
asMunt  of  govenwent  aeeuritlea  outstanding  aust  be  liadted  in  order 
to  liait  the  total  aonay  supply.    In  the  second  piece,  the  cash  re- 
servea  of  the  banking  ayateai  ouat  be  Halted.    Thia  la  eapacially  true 
if  the  reaerve  requireamit  la  stated  es  caah  and  govemaent  securities. 
Onless  the  provisions  designed  to  liait  the  aoney  su^ly  are  reatrictive, 
then  aonetery  aeeaures  to  control  inflation  will  be  iMffective. 

Liaitetion  of  the  note  lasua,  and  hence  the  cesh  reserve  of  the 
banks,  should  not  be  too  difficult,  provided  the  Govemaent  haa  the  will 
to  achieve  it.    Aa  indicated  in  our  diacussion  of  the  foreign  exchange 
requireaents,  soiae  of  the  access  gold  cover  will  be  withdrawn  to  finance 
the  developaent  projecta.    But  it  will  be  neceasary  to  reatrict  the  in- 
crease in  note  iasue  to  laaa  than  the  reaeining  cover  could  au^ort.  It 
ahould  be  poaaible  to  do  thia  under  exiating  proviaiima  of  law,  or  with 
only  alight  aodificationa  of  theae  proviaiona.    The  Govemaaat,  through 
ita  appointed  aenaor,  ahould  do  aore  than  aerely  enforce  proviaiona  of 
the  law  with  reapect  to  note  cover.    The  eaount  iaaued  ahould  be  Halted 
with  repeat  to  the  naeda  of  the  econoay  for  total  aonay  aupply  and 
ati^ility  of  pricee.    Such  e  policy  would  aerely  a^arate  In  practice  the 
iaaue  end  banking  departaente  of  the  BSL  end  would  not  elter  in  eny  other 
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v«y  the  Agreea«nt  between  the  GoveroMnt  of  Lebanon  and  tUe  Bank. 

V'  !  r       X'  it  Is  eonsldared  undesirabla  to  place  this  responelbllity  on 
the  ceneor,  then  that  section  of  th«  Keeslng  report  receoMndlng  a  Meae* 
tary  Council  could  be  ia|)l««icnte<<.    It  is  sufficiently  evident,  in  th« 
opinion  of  the  writor,  that  the  inflationary  pressures  which  are  in- 
herent in  the  developoumt  progran  are  of  such  a  aagnltude  that,  unless 

i'lMMbattad,  thay  will  seriously  threaten  the  future  ecoaoaic  development 
of  Lebanon.    To  cope  with  them,  pro«q>t  enactment  and  rigorous  enforce* 
MQt  of  Bonetary  provisions  sinilar  to  those  outlined  will  be  essential, 
•at  evea  if  this  prograa  is  aaaet«tf«  it  does  not  obviate  the  necessity 
for  using  other  aeans  to  Kitigate  the  undesirable  effects  of  the  develops 
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Tax  Policy 

f»x  policy  within  the  contax  of  this  study  includes  the  follow* 
ing  features:    (1)  restrictive  effects  on  eonsueption  by  absorbing  part 
•f  the  new  purchasing  power;  and  (2)  rastrletiva  af facta  on  certain  types 
of  production  siieh  as  private  building,  which  cos^tes  with  the  develop* 
■ant  projects  for  resources.    To  the  extent  that  the  above  alas  are 
aeeesq^lished,  public  revenues  art  alM  roalisad.   With  theaa  ravenuea  ■ 
it  is  possible  to  ainlaise  the  reliance  on  bank  credit  for  financing 
•f  projaeta.    It  ia  clear,  of  course,  that  fiaaaciag  through  bank  credit, 
even  thaogh  the  annual  ra<|ulre8Mnts  any  be  ssall,  has  inflationary 
effect  wherees  a  recourse  to  taxation  does  not. 
Levels  of  taxation  and  financial  stability 

It  was  pointed  out  elsewhere  chat  taxes  absorb  about  13  per  cent 


246 

of  national  ineooM.^    This  la  low  when  cooqiarad  to  tha  pareantaga  of  laeoaa 
takan  by  taxaa  In  many  of  tha  aora  davalopad  count rlaa.^    Tha  laeraaaa 
In  tha  volusM  of  tax  raealpta  daring  tha  parlod  of  conatructlon  will  ba 
eonaldarabla.    Bat  In  ordar  to  alnlnlza  tha  Inflationary  af facta  of  tha 
davalopnat  prograa.  It  la  daalrabla  to  Incraaaa  tax  raealpta  furthar, 
althar  by  Incraaslng  axlttlng  tax  rataa,  or  by  laposlng  naw  lavlaa,  or 
both. 

A  vlaa  tax  policy  daalgnad  to  countaract  Inflationary  tan- 
danclas  would  not  ba  ona  that  would  cauaa  tha  par  capita  conaunptlon  of 
tha  lowar  incoow  groups  to  fall  balow  praaant  lavala.    Tha  policy  would, 
howavar,  hava  to  llnlt  tha  Incraaaa  In  Incoowa  of  all  raclplanta  fraa 
raaultlng  In  a  corraapandlng  Incraaaa  In  prlvata  expandltura.    If  tha 
tandancy  to  Incraaaa  prlvata  axpendlturaa  la  not  to  baeoaa  a  raallty, 
than  the  appropriate  policy  will  require  an  Increased  levy  of  taxaa. 
Vhathar  the  prevailing  conditions  In  Lebanon  pamlt  a  aubataatlal  In- 
crease In  taxes  during  the  construction  period  constitutes  a  vary 
terestlng  question;  on  the  anawer  dapenda  the  ability  of  tha  Govern- 
■ent  to  absorb  IncoM  that  would  otherwise  be  spent  on  consuagptlon, 
gold  hoarda,  and  building  construction* 

Direct  taxes* *-A  progressive  direct  tax  supplies  the  fiscal 
•yatasi  with  flexibility  In  revenues  and  thus  brings  a  doaar  correla- 
tion between  varlatlona  in  the  else  of  national  IncooM  and  changea  In  . 
govemnent  tax  recelpta.    A  prograaalva  tax  systea  can,  tharafora.  be 

^SSESt  .  f*  182. 

*The  percentage  of  tax  receipts  to  national  Incosia  at  factor 
cost  and  current  prices  was  as  follows  In  sone  countrlaa  In  1954:  Canada, 
27;  Sweden,  32;  United  Statea,  27;  United  Klngdon,  32;  and  Israel,  20. 
United  Matlona,  Stat let Ics  of  national  Incoaga  and  Exnendlturea  (New  York: 
1957),  pp.  44,  138,  237,  255,  and  264. 
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cmMld«r«d  an  influmtUl  tool  to  coobat  infl«tloMry  foreoa.  Uhat 
is  tho  peoltion  of  4iroet  taxoo  In  Lebanon? 

The  ratio  of  direct  taxea  to  total  ordinary  budget  revenuea 
la  only  about  16  per  cent.    The  peremtage  beceaaa  even  lower  If  «• 
take  into  conaideration  revenuea  of  independent  budgeta  Which  are 
Mialy  derived  froa  indirect  taxea  in  the  form  of  occiaea  and  fees. 
The  relatively  aaall  and  unchanging  return  froa  direct  taxea  in  Leba- 
•oa  la  due  mainly  to  political  and  adBiniatrative  fectora.    The  wealthy 
claas  la  identical  with  the  poiier  groupa  which  control  legialative 
action.    Raturally,  theae  groiipa  do  not  wiah  to  aubject  theaMielvea  to 
a  progreaaive  type  of  tax.    Some  incorae  eourcea  are  mily  lightly  aub- 
4eeted  to  progreaaive  direet  taxation.    Thia  «ypllea  particularly  to 
the  tax  OB  agricultural  income  end  in  aoM  a»aaure  to  taxea  mi  iaeoM 
from  rentala*    Theae  taxea  will  be  diacuaaed  ahortly. 

Cimtrary  to  the  type  of  direct  taxea  that  prevaila  in  moat  ad- 
vanced countriea»  which  generally  appliea  a  uniform  rate  irreapective 
•f  the  aource  of  income*  the  income  tax  ratea  in  Lebanon  do  not  apply 
with  equal  progreaaivity  m  all  eourcea  of  income.    Rates  in  aoma  caaes 
are  more  mildly  progreaaive  than  in  othera.    Por  example,  the  income 
tax  law  of  19AA  eatabliahed  three  categoriea  of  taxable  income,  each 
category  being  taxed  at  different  ratee.    The  three  categoriea  of  in- 
come under  the  law  of  1944  are  aa  followai^ 

I.    Met  profita  (after  deducting  operating  expenaea  and  per- 
aonal  exempt iona)  of  inAiatrial  and  commercial  enterpriaea,  handicrafta* 
and  profeaaiona,  whether  received  by  real  or  legel  peraona,  are  texed 
at  ratea  ranging  from  S  per  cent  to  42  per  e«it  for  "commercial** 

^Miniatry  of  Finance,  Direct  Taxea.  The  Income  Tax  of  Pacmaber 
4.  1944  (Beirut:  Seder  freaa,  1955).  Arabic. 
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•ntarpris**,  Md  froa  4  p«r  emat  to  37  p«r  c«at  for  non-conMrcUl. 

In  oddltlon,  •  turtox  of  10  p«r  coae  of  tho  IncOM  fx  Is  Lovlod  by  . 

tho  $ovon»oiit  for  BuaicipolitUa.^   Tfco  porsooal  oxoaptlon  !•  LL1,500 

fW  «  ■iBf  U  porsoB,  Ll.2,400  for  a  aorrlod  person,  sad  LL3,000  for 

2 

asrrlod  psrsons  with  chlldroa.  .  .-r/      <  .:.af.  .  \    .    .  . 

'    '      2.   Wagos,  salaries,  poaaloas,  lifo  anauitlos,  otc,  ara 
taxed  at  rates  vfalch  range  froa  2  per  cent  on  the  taxable  part  of 
net  annual  Incoaes  up  to  U4,800  to  10  per  cent  on  that  of  taxabj.* 
IneoMS  over  LL48,000.^  .k.:..^,^^.  .vi.>.  ,  ;  ..'.a 

3.    The  gross  anaual  return  fron  intangible  capital  is  anb* 
Ject  to  a  flat  rate  of  10  per  cent.    Income  taxed  at  this  rate  Includes 
dividends  on  stock  of  Lebanese  coi^anies  (except  when  profits  of  such  ' 
coapanies  are  taxed  under  iten  1);  dividends  froa  stock  of  foreign 
eeapanies;  interest  on  bank  deposits,  loans,  aortgages,  atc.i  and      ;  . 
lottery  prises.^      .    '  •■  «  '  j  :,  ■/ 

These  taxes  are  discriainatory  in  the  sense  that  they  tax  in- 
dividuals with  0^1  incoae  at  different  rates.    Th^  «re  also  dis»> 
erialnatory  in  the  sense  that  they  encourage  the  flow  of  savings  intto 
certain  iavestaents  and  not  into  others.    In  soaaary,  the  1944  IncoM. 
'  Ikx  Imm  applies  only  aildly  progressive  rates  in  eoaparisoa  with  rateaj 
applied  in  other  Middle  Bast  countries.    This  opinion  is  shared  by 
aany  students  of  public  finance  in  Lebanon.' 

Ibid.,  Articles  28  and  29,  pp.  39-60. 
^  Ibid. ,  ArtUle  27,  p.  St.  Ibid..  Article  52,  p.  47. 

Sbid. .  Article  61,  pp.  69-70. 

*See  Gabriel  Meoassa,  L'Econoale  Libanaise  et  le  Refora  do 
I'Btat  (Beirut:  laprerie  Catholi^ue,  1949),  p.  69. 


Taxes  ara  lavlad  acparacaly  on  b«llt-up  property  and  on 
Incosa  £ro«  agricultural  land.    The  tax  on  built-up  property  waa 
established  on  June  24,  1943,  and  aioounts  to  one-twelfth  of  the  an- 
nual gross  rental  value  of  all  residential  buildings  used  for  coHMr- 
clal  or  Industrial  purposes  the  rental  value  of  which  exceeds  LL30. 
To  this  Is  added  a  surtax  for  aunlclpallcles,  not  to  exceed  3  per 
cmt  of  the  rental  value.    Also  taxed  are  non-agrlcoltural  lands 
used  for  cooMrcUl  or  IndustrUl  purposes  to  which  the  surtax  is 
also  applied.    The  tax  is  collected  from  the  owner  of  the  property 
whether  he  is  occupying  it  or  not.^ 

Although  collectlona  fro«  the  tax  on  built-up  property  doubled 
between  lt52  and  1956  (largely  an  Indication  of  the  high  rate  of  con- 
struction in  recent  years)  the  percentage  of  this  tax  represents  lesa 
than  6  per  cant  of  incoM  originating  in  the  real  estate  sector. 
This  Is  espaelally  low  since  rental  Income c accrues  aostly  to  the 
higher  Incoae  groups. ^  According  to  the  ChalnMin  of  the  Parllaaentary 
finance  Coimlttee,  taxes  fro«  this  sourc*  w«uld  certainly  yield  a  anich 

higher  revenue  If  an  effective  application  of  even  the  present  rates 

3 

were  enforced. 

Tax  rates  en  property  in  Lebanon  should  be  progressive.  This 
stateMnt  Is  aade  In  view  of  the  fact  that  the  Inequality  In  wealth 

hflnlstry  of  Finance,  Direct  Taxes.  Tax  on  Built-up  Froperty 
of  June  24.  1943  (Beirut:  Sader  Fress,  1955),  pp.  1-12. Arabic. 

^Albert  Badre,  "Le  Revenu  Rational  au  Llban,"  L'Econonle 
Llbanalse  at  le  Frogres  Social  (Beirut:  Editions  lea  Lettres 
Orlentales,  1956),  p.  23. 

^parllaaentary  Reports.  1955  (Beirut:  1955),  p.  31.  Arable. 
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•orp»*s«s  that  la  incoMt.    FuKtlMnwrtt,  th«  v«ry  wuoMt  «a  which 

property  is  held,  aad  th«  uadarlyihg  •p«e«iUe0«  aM'ttv**,  Haapat 

•conoalc  progr«sa.    Th«  bulk  of  privats  Invastaant  as  can  b«  ••en  in 

labia  3,  paga  15»  is  in  raal  astata.    Insofar  M  this  iaivastMnt  adda 

to  tha  faeilitiaa  affordad  tha  feoariats  industry,  tha  invaatMnt  can 

ba  rat*>^<l«d  at  both  productiva  and  daairabla.    Howavar,  as  vas  saaa 

in  Chaptar  XX,  tha  invastMat  la  raal  astata  eatariag  to  tha  tourist 

industry  is  sMll  eoq»arad  vith  total  iavastaaat  ia  privata  coastructioa. 

Tha  building  tax  can  ba  sMda  to  aitedy  preparly  a  diseriainatory 

alasMAt,  so  that  luxury-typa  hauaas  ara  taxad  at  a  highar  rata  thaa  tha 

housas  of  tha  poor  aad  bulldiags  usad  by  busiaassas.    This  caa  ba  at-  ,  ., 

taiaad  by  iiqposiag  a  pragrassiva  tax  oa  houaas  which  iaeraasas  with 

tha  hottsa  raat  whathar  tha  housa  is  actually  rantad  or  whathar  it  ia 

occupiad  by  tha  owaar.    Xa  co—snting  on  tha  tax  oa  built-up  preparty, 

tha  ParliMMntary  Finaaca  Caosiittaa  saids    . ,)  <  ,  lij,^;..  .  ^..^vt^ 

Tha  tax  oa  built-up  property  has  a  flat  rata  of  oaa-twalfth 
of  tha  raatal  valua  plus  3  par  caat  of  tha  rental  value  for  the 
BRinicipality.    Aside  fron  the  serious  problev  of  evading  such  a 
tax,  it  is  not  fair  for  saall  laadlords  to  pay  11.33  par  caat  oa 
raat  en  LL1,000  aad  for  big  laadlords  t»  pay  tite  &*»e  perceatage 
oa  14000,000.^ 

Tax  receipts  fraa  agricultural  lead  ara  aew  iasigalficaat,  beiag 

2 

less  thaa  oae-half  of    1   per  ceat  of  total  agricultural  iacoaa.  All 
tax  on  agricultural  iacoae  is  levied  on  aa  estiaated  basia.    The  probleM 
coaaected  with  this  tax  illustrate  clearly  the  iaf lueace  of  the 


'garliaawntary  Reports.  1>53  (Beirut t  1933),  w  401-402. 
'Cf.  Table  4,  p.  19,  aad  Table  44,  p.  167. 
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land'Kwnlng  politicians  who  stand  to  loce  by  an  Imposition  of  higher 
rates.    In  1951,  Lebanon  did  enact  a  tax  Imt  on  land  that  ariiodlea 
Blldly  pro)irQS«lv«  ratei  on  incotses  derived  frofB  agricultural  land. 
Xh«  rataa  vary  bctveaa  2  par  cant  of  net  annual  lacoaa  up  to  LL5,000 
to  3S  par  cant  of  nat  Income  over  tX200,000«^   The  personal  exeBptioaa 
are  on  the  aaiae  scale  as  those  of  the  income  tax  discussed  above.  The 
am  land  tax  was  to  tiave  become  effective  on  January  1*  1953.    Up  to 
this  tlsM,  however,  it  rasains  Ineffective  as  can  be  ascertained  from 
flares  on  the  revenue  of  land  tax.    These  were  stated  at  (In  thousands) 
LL567  in  19S2  and  Ll.583  In  1957.    tfeasures  should  be  taken  to  nake  this 
new  tax  law  effective  ^mediately. 

We  caa  c««cluda  fron  this  consideration  of  direct  taxes  that 
they  will  tiot  cantribute  anbstantlally  to  preventing  price  increases  nor 
balance  of  paynents  problems.    They  are  imposed  on  a  relatively  saall 
group  of  the  population  and  even  on  this  group  the  burden  is  low.  Fur- 
thacaiare,  since  the  rates  tend  to  favor  invastnwnt  In  real  aetata, 
snrtfiagee,  etc.,  they  tend  to  encourage  private  Investaent  which  cost* 
pates  with  the  davelopaont  progran  for  resources.    In  view  of  these  con* 
elusions,  it  saeas  logical  to  consider  how  direct  taxes  aay  contribute 
to  the  alleviation  of  probleas  resulting  from  the  developoent  prograa. 

What  refonis  are  necessary  In  order  that  the  direct  tax  nay 
become  a  nora  effective  InstrusMnt  of  fiscal  policy?    Can  theae  re* 
fonai  be  effected  during  the  period  of  racoaatructlaa? 

fiqpWtlons  for  refoxaa  have  bean  aada  several  tlaas.  In  express 
Ing  its  general  tax  policy,  the  parliamentary  Finance  CooaBltteo  had  this 
to  sayt 

Hflnistry  of  Finance,  Direct  Taxes^  Land  Tax  of  January  20.  1951 
. (Beirut:  Sader  Press,  1955),  Article  38,  p.  23.  Arabic. 
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Xc  i«  nccMMry  Co  point  out  that  in  ordor  to  arrivo  at  « 
MM  oquitabU  tax  atructttra,  wa  auat  apply  a  prograaalva  rata 
to  the  vhola  of  tha  inooM  of  tha  taxpayer  (eoHMrclal»  agri- 
cultural, and  induatrial)  and  not  on  each  incoM  separately. 
This.  .  .  is  one  of  the  aost  ioqportant  rcfoms  which  mst  he 
adopted  in  order  to  arrive  at  a  good  tax  system  in  Lebanon. 
,  We  hope  that  the  financial  adainistration  will  study  the 
principles  of  unitary  progressive  tax  ZJtalics.aiat/  in  order 
:     that  it  aay  be  implemented  in  the  near  future.        <    >      .      >  i 

Tha  rirat  Mmtml  icaoaaitc  Conference  bald  in  Beirut,  May  4-7, 
1955>  also  racosisswdad  that  tha  iaca«a  tax  laws  be  aoMadad  in  favor  • 
of  a  progressive  unified  rate  applicable  to  all  incoM  regardless 
of  source.'  ''-  i;*:-:'^'^-'  ' .  ^  ...  ^  '^--r 

.   Admiaistratlva  rafonsa  should  also  be  instituted.  Without 
tha  latro^ction  of  efficient  adainistrative  machinery  for  the  assaaa* 
iMBt  and  collection  of  taxes,  unification  of  taxable  iacoaa  and  tha 
application  of  progressive  rates  will  probably  not  result  in  an  ap- 
preciable increase  in  ravanuaa.   Aa  a  firat  at^,  it  is  naceaaary  to 
recruit  coiqpetent  personnel.    Thara  are  maay  Palaatiaians  in  LabanoB 
who  are  experienced  in  income  tax  administration.    These  should  ba 
called  upon.    There  ara  also  many  Lebanese  students  being  traiaa4 
abroad.    They  can  ba  attracted  to  these  administrative  tasks  if  •!« 
farad  salaries  worthy  of  their  training. 
|i.         Although  tha  attitude  of  the  taxpayers  cannot  be  changed  over- 
night,  improved  administration,  together  with  the  strict  and  impartial 
punishment  for  tax  fraud,  cm  ba  axpactad,  in  tiaa,  to  induce  volun- 
tary compliance.   Nathods  af  affl»itmry  aaaaaamaat  of  income  should  ba 


^lepublic  of  Lebanon,  »arllaswntary  laports.  1953  (Bairutt 
1953),  p.  403.  Arabic. 

2 

Froceedings  of  the  First  Anmial  Ecanosdc  Conference.  1955 
(Beirut:  1955),  n.p.  Arabic. 
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don«  mimy  vith.    Th«  Ministry  of  rinaactt  •hould  pxmpun  Md  (ULstvibuta 
•iapliJIlsd  lacoM  uw  tovma,  and  av^ry  affart  alioald  b«  Mda  to  la* 
eraaaa  tha  praiwrtlMi  of  caaaa  aasatiad  on  eha  baala  of  •yataaatlc 

Coneurraat  vith  thasa  racoonandationa,  it  la  nacataary  to  aaka 
aoaM  obaofvatiaM  aoasaniiiig  tha  praaant  incoM  tax  law  aa  it  appliaa 
to  hotlaoaaaa.   thaaa  abaarvatloBa  ara  haliavad  to  hava  dlract  baar- 
ing  on  tha  davalopoMnt  pxograv.    At  praaaat.  Joint  atock  coopaniaa, 
partnarahipa,  and  coi^ratioaa  ara  taxad  at  tha  aaaa  rata  aa  iadivldiiala. 
In  tha  caaa  of  partnarshipa,  howavar,  parsoaal  axaaptlona  ara  alla^wi*.! 
Labanon  haa  com  forward  with  libaral  tax  lawa  on  nawly  astabliahad 
bttsinaaaas  providing  thay  ara  cartlfiad  for  tax  axwption  by  tha  . 
Planning  and  DavalopaMnt  Board.    In  ordar  to  ^lify  for  thia  carti- 
f laatioa,  bnaiaaaaaa  aoat  fulfill  tha  following  conditioaa:  tha  antar- 
priaa  la  aallka  any  alraady  in  axiatanea  in  Labanon  and  will  contributa 
to  an  axpaasion  in  tha  national  ineoM;  capital  invaatad  axcaada  LLl  v 
vlllioa;  and  tha  annual  ««gaa  paid  to  Labaaaaa  aiyloyaaa  w—i 
UIOO.OOO.    Tha  axaiiptioa  fron  incoM  tax  la  far  a  paried  of  aim  , 
yaara.   Many  naw  antarpriaa*  hava  alraady  racaivad  auch  axai^tions. 

lk§  Mwly-craatad  induatrias  will  in  tha  long  run  aatarUlly 
strangthan  tha  aconoodc  basa.    To  tha  axtant  that  thaaa  in^triaa 
ara  fiaaacad  froai  abroad,  tha  au^ly  of  foroign  exehanga  ia  aahancad. 
Canvarsaly,  if  tha  nawly>  eraatad  indoatrlaa  ara  financad  intamally, 
thay  will  initially  aaka  aora  payMnts  abroad  than  thay  raaliaa  in 
Savings  of  foraign  axchanga  raaalciag  f rea  iaport  subatlttttian.  Thia 

^  Sllniatry  of  Financa,  Diraet  Taxe«.  Tha  Incoaa  Tax  of  l>acari>ar  4. 

1944  (Bairutt  Sadar  Praaa,  If 35),  p.  38.  Arabic. 


■TnririmT  U  wmim  in  viw  of  ctut  fact  th«t  th«  MtAbllslMMme  of  la-  ^  v. 
ducery  r«^lr«s  hMvy  intpdrta  of  b«t|i  •^IfRMnt  and  rav  MtarUlt. 
'furthar        cxaoqitioas  thould^  tharafora,  ba  grantad  only  In  clearly 
axcapeioaal  eaaaa. 

I      i    Vhathar  tha  above  xcfonM  can  ba  achlavad  vltfcln  a  rtiort  pariod 

}:%£  elM  will  dapand  an  tha  wllllagaass  of  tha  GovaroMnt  and  the  i>eopla 

h-:  -  ■  ■  t 
I  to  aaawM  their  respective  hurdaaa  for  •  aara  aaecaeafal  davalopMnt ,  ; 

Iprograa.    Tha  Govarment  should  aove  forward  with  theae  refoma  re*, 
|§»rdlaaa  of  tha  psaaauraa  axartad  •«  It  to  tha  contrary.    If  It  doaa, 
fthan  higher  prograaeiva  tax  rates  ahovld  result  In  daeraasing  total  > 
Ifrivata  deasad  for  goods  and  services.    Soa»  of  this  will  undoubtedly 
in  the  nature  of  consua^tion  expenditures,    teas  of  it  will  be  la 
the  nature  of  private  investsMst  expenditures,  especially  In  those 
sectors  which  lose  their  preferred  tax  treatsMnt.    It  aay  even  die* 
eourage  the  accuaulatioa  of  foreign  exchange  by  private  intereats 
•nd  the  purchase  of  gold.   ••■  ■■  ••• 

BafooMt  hewavar,  avaa  when  undertaken  with  utaost  speed  and 
andar  Ideal  eoaditioas  aay  retire  a  considerable  period  of  tiae  be- 
fore they  can  becoae  fully  effective.    Cmsequently,  the  results  froa 
these  referae  asy  not  Baterlalise  ^rlng  the  par&od  of  ceaatructiJMU 
Widespread  reslsunee  and  evasion  of  the  direct  taxes  eaakioad  witli 
sluggish  Icglslatioa  seea  to  shift  the  burden  aare  and  aora  to  the 
field  of  Indirect  taxee.    It  is  appn^rlate,  therefore,  to  exaalne  tha 
field  of  indirect  taxation  to  see  whether  this  can  help  achieve  the 
;  Cisw  of  fiscal  policy  as  outlined. 

Indirect  taxes.— Indirect  taxes  in  Lebanon  aaka  up  about  M 
per  cent  of  ordinary  budget  revenues.    If  we  take  the  additional 
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MclM  tMM—  l«vl«d  by  th«  iii4«p«ad«at  budg«ts  of  th«  cMtral  g«v«n* 
■Mt  and      ■mielpalltl**.  It  )>«eMM«  elMr  that  th«  p«re«it«g«  9t 
uat  r«vmu«  t«k«n  In  th«  fen  of  Indirect  t«XM  is  even  greater. 

By  end  large,  the  indirect  tax  ie  prlaarily  designed  to  eb- 
tain  enough  revenue  to  «eet  governMnt  expenditure*  and  leave  a  enrplna 
te  build  up  the  reserve  fund.    In  recent  years,  however,  it  has  been 
^estioaed  vhether  indirect  taxes  for  the  sake  of  revenue  alone  fit 
into  the  country's  econosie  goals  and  desires.    Accordingly,  som 
■aaipuUtion  of  the  ia^rt  tax  has  taken  place  to  give  a  degree  of 
prodoction  to  industry  and  to  encourage  agriculture.^ 

4:  Indirect  taxes  can  be  wide  a  powerful  instrusMnt  of  econeiU.tt  " ' 

policy  in  exercising  control  of  consunvtion  and  pro^ctinn  of  certain 
ciHnoAties,  at  the  sasM  tia»  that  they  suppleaent  the  financial  needs 
of  the  Coverweot.    This  is  all  the  aero  ioiportant  since,  as  was  shown 

,;alwve,  direct  taxes  as  a  tool  of  fiscal  policy  are  likely  to  gain  in 
iaiportaace  only  over  a  longer  period  of  tlM.    During  the  period  of 
lag,  Boans  a  lessening  the  inflationary  effects  of  developcMnt  are 
necessary.    At  the  ssm  tiae  the  indirect  tax  will  provide  revenues 
and  lessen  Goveraeent  reliance  on  bank  credit  for  project  financing. 

The  poosibility  exists  of  Manipulating  indirect  taxes  to  achieve 
the  alas  of  fiscal  policy  stated  earlier  without  a  substantial  viola* 
tion  of  the  basic  principle  of  not  lowering  the  present  levels  of 
consMsption  of  lower  incoM  groups.    In  order  for  direct  taxes  to 

■ii  '  ■  ■ 

Maply  with  this  objective,  they  aust  be  able  to  increase  total  revenues 
without  decreasing  total  consumption  below  present  levels.  Furtheraere, 
it  is  necessary  that  the  additional  taxea  bo  darixed»ia..A^eater  extent 

1  > 
guora.    Chap.  Ill,  p..«i. 


fitnm  tiM  liishsr  IncOTM  groups  than  ivom  ih«  lomv  tac—  ftra«p«*  " 
^|ttdlr«et  UttM  d9  t«ka  on  mm  chamctorlitleo  of  a  progrootivo  ttti 
;plum  iMioic  coaBe41tios  «ro  toxod  «t  «  a»4orat«  tmf  vhiU  lumry  goodo 

Ifft  tawM  at  hlghar  rata*.  .  .     .:i;V  V..-  ../-.^'v-'^ 

rortunatoly,  tho  Uiport  dntlas  lovlod  by  Ubanon  ttnd  to  ctmply  , 

Ultik  tliaaa  aocaaaan  charactariatioi.    Sine*    luxury  Ivporta  ara  taxad 
Ittt  hiiiliar  cataa  ttea  naeassielaa,  Hm  govornMnt'  •  ravonuas  will  ia« 

araaaa  a«  thaaa  i^rtt  axpaad.    It  la  alao  poaolbla  to  Incraasa  tha 

gtua  ravaaua  darlvad  tnm  aslatiaf  tetiaa  vitboat  changing  currant 
[tax  rataa.   This  can  ba  dona  by  asaaaslng  lupart  dutiaa  at  tha  aarkat  ^ 
liaotaad  of  tha  par  rata  o£  axchanga.    It  la  baliavad  that  this  Mthod 

will  abaorb  batwaan  LLIO  aillion  and  ULU  aillion  of  purchasing  pooar  ^ 

.^-annually.     ;  ,      ■    .  •  ■     :  ■  -■.iv^,..:  ,  ,v'.d;-.  m  /  •  ■'■'ft^^''  " 
te '       It  will  ba  racallad  that,  axcapt  for  tha  SyrUn  Pound  which  is 
f  Mid  at  a  dlacauat  in  tha  fraa  aarkat  fro*  ita  affiaUl  rata,  tha  of- 
ficial rata  of  axchanga  for  othar  curraneias  is  about  30  par  cant  lowar 
^  ghaa  tha  f taa  aarkat  rata,   Iiv*'tara  pay  for  ii^acta  by  aacuring 

Iforalgn  curraneias  on  tha  fraa  Mffhae.   lafMaatian  an  tha  dlffaran- 

f 

I  eials  that  axist  batwaan  tha  fraa  and  offieUl  ratas  of  axchanga  for 
tha  May  curraneias  invalvaA  la  mt  «vailabla.    It  is  baliavad,  howavari" 

V...  L  ,..  ;.wU'V.t,-  ' 
-■     -  .  .  ■ .   ■  -  j'. 

'  that  a  coaq>arison  of  tha  unadjustad  and  tha  adjusted  valua  of  iaporta, 
will  sorva  to  astabliah  tha  diffarantials  batwaan  tha  two  Mthods  of 

valuation^*  '  ^'-i^^''-'.''^''^' 

Data  on  iaq^rts  (adjusted  and  unadjusted)  as  well  as  on  receipta 
frea  ia^rt  dotiaa,  far  tha  years  19>2-19ft6,  are  presented  in  Table  58.^' 
The  average  uaadjuetad  valua  of  lap arts  for  this  period  was  UA5i  aillien 


«unra.    Chap.  Ill,  ftp.  60,77. 
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vliil«  th«  aver«g«  adjusted  v«lu«  aaounttd  eo  UM2  «lllioa  for  t:h« 
MM  p«rlod.    lh«  p«rc«atAg«  dif£«r«ntUl«  b«tw««a  fchM«  two  av«r«g«f 
«Muat«d  CO  19  9*t  emt.    It  th«  GovoroMttt  tbould  Uvy  Mtfifl*  on 
tho  b««i*  of  odJttOkod  vttlno  of  laporto.  It  «rould  M«a  that  tho  ovorago 
Ux  rocoipt*  for  tho  poriod  would  IncrooM  fro«  IA53  ■lllion  to  LL6S 
•illioa-«a  UcroM*  •!  U.10  »llliott.   Hoiifvor,  tf  w«  uko  «•  our 
standard  tha  yaars  1954-1956,  ««  find  that  tha  prlaa  dtffaratttial  ba* 
cwaaa  tha  avaraga  adjustad  and  cha  avaraga  uaadjustad  valua  of  iaports 
to  ba  a<|ual  to  23  par  cant.    Following  this  saM  ■athod  of  caleuUtloa, 
avaraga  import  dutlas  vould  than  ba  Ineraasad  by  L2.14  Million  annually. 

Zt  ean  ba  coaeludad  that  tha  burdaa  of  eustovs  rocalpts  to  tha 
offlcUl  valua  of  iaf^wf  ii  titiitar  than  It  appaars.    Thus,  In  1956 
eustoM  rocalpts  irars  aqulvalant  to  12.8  par  cant  of  tha  total  of- 
ficial valua  of  liqports.    In  faat»  howavar,  thaaa  racalpts  wara  ' 
•^valaat  to  only  9.8  par  cant  of  tha  taal  ftraa  aarkat  valua  of 
iaports.   '  '  '    '  '  ' 

|i         llastleitlas  of  daaand  hava  baan  Ignorad  in  calculating  tha 
parcaataga  Incraaaa  in  tariffs  basad  on  fraa,  lastaad  of  offlcUl 
valua  of  ii^rta.    It  is  posslbla  that  this  Ineraasa  In  tariffs  vill 
hava  aOM  affaeta  in  tanu  of  lassanlag  imports,    lut  It  has  alraady 
baan  astabllshad  that  tha  propensity  to  livo't  ^»  ^•^r  high  In  Ubanon 
This  aay  ba  Intarpratad  if»  aaaa  that  tha  bulk  of  Labanasa  Uyorts  aay* 
in  ganaral,  ba  ralatlvaly  priea-lnalaatle.    In  vl«f  of  tha  fact  that 
tha  country  is  graatly  dapandant  oa  iaparts  and  tha  dlract  and  ln» 
dlract  daMttds  ganaratad  by  tha  davalopMat  sKpandltaraa  will  aaka  ' 
tha  country  aora  dapandant  on  lavorts,  applleatlaa  af  tha  fraa  rata 
In  tha  valuation  of  ii^orts,  and  hanca  lavylng  tho  tax  on  tha  basis 
of  this  valuation,  vill  rasult  in  an  ineraasa  in  revenue. 
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£r«i  th«  raallsaelon  •£  r«v«iM«,  uaUg  th«  r^ftl  valiw  •£ 
iaporte  In  levying  tariff*  h«»  th«  aivMtag*  of  f nvi41ttg  a  t»»«  f  1«- 

•£  (ha  lavort  aactor  and  hanca  will  alislaata  tha  nacaaalcy  of 
•4J«aeiag  tha  Emilia  of  laporta.    Thla  propoaal  has  two  othar  aajof 
advaaUfas.    la  tha  flrat  pUea,  It  can  ba  put  Into  affaet  In  a  raU- 
ftivaly  abort  pariod  of  tiaa.    Furthorwiro,  It  dooa  not  praaant  adalnia 
txatlva  problaow.    tabanoa  Kaa  had  eonaidarabla  axparlanea  with  aueh 
a  tax  and  It  la  ballavad  that  tha  currant  laport  taxaa  ara  balng 
adtilnistarad  affactlvaly*  •  ■ 

Since  food  grains  ara  antarad  duty-fraa  and  mm  aatarUla  and 
■aebiaaxy  Intandad  for  usa  in  Uduatry  and  agricultura  baar  vary  loo 
rataa,  aasaasing  ii^ort  dutiaa  «t  tha  aarkat  inataad  of  at  tha  par 
rata  of  axehaaga  would  not  aacountart    (I)  tha  advaraa  af facts  on 
law  ineoM  groupa  aa  a  vaault  of  tha  highar  iaport  tax  or  (2)  op- 

''.■'•!,  .  i   ■  ■,*'."■',: 

position  by  induatrial  and  agrlaoltvral  aatarprisas  bacausa  of  thoir 
hoavy  ralianca  on  liqjorts  of  raw  watarUls  and  aachinary.    On  tha 
othar  hand,  all  othar  Impovft  lacludimg  houaahold  appliaacaa,  aara, 
axpansiva  taxtilas,  fancy  foods  and  aran  aaata,  boar  hatvy  tapavC 
dtttias.    Ihasa  itssw  ara  consusMd  for  tha  vast  part  by  tha  wall-to-do 
raaldaat*.    Tha  dsMad  for  tha  luxury-typa  goods  tonds  to  bo  roUtivoly 
prlca-inaUstic,    Naturally,  than,  tha  aj&«tw»at  of  imports  oa  tha 
basis  af  fraa  ratas  will  baar  aora  haavily  on  tha  wall-to-do  rasidants 
and  way  aarva  aa  a  substituta  for  tha  incoM  tax  during  tha  pariod  of 
noeassarily  slow  davalopaant  of  such  a  tax.    To  tha  axtant  that  ap- 
plicatioa  of  froo  M«oa  la  oalauUtiag  tha  isyort  tax  placas  a  haavy 
burdan  on  lowar  Ineowa  groups,  it  way  ba  said  that  thia  is  iaavitabla 
during  tha  pariod  of  conatruction. 


tk9  •< £«stlv«  lacrMM  ia  iaport  dutUa  my  tuiv*  oth«r  «££«Gta. 

tlae«  tht  lt«M  vhieh  bear  eh«  hia^ar  tataa  ara  lumry  ita«a,  aa4 
%ltice  the  higher  taxat  tend  ka  ba  added  to  the  price,  couriata  will 

probably  find  a  vacation  in  Lebanon  oore  «q^enaiva.    It  thaae  higbat 

eosta  are  accoopanied  by  inferior  gooda,  than  the  touriat  trade  and 

foreign  exchaosa  earning*  may  be  ndvaraaly  affected. 

r   On  the  other  hand,  the  higher  effective  rates  «ay  reduce  iaporta 

These  way  be  reduced  because  of  naaller  deoanda  for  the  iteu  at  higher 
vfvieaa,  aad  alao  b#canaa  the  iafwrtar  ahifts  ta  domeatic  aourcea  of  a 

an^ly.   In  either  inataxKO,  thara  vill  ba  a  aaaller  daaand  far  for*  ; 

•ign  exchange  and  hence  the  pressure  on  the  balance  of  payaent*  vill 

ba  radoced*.-.  ;- 

The  imsreasa  in  ifl^ert  dutiaa  my  also  have  a  baaring  on  the 

dOBOstic  price  level.  Zn  the  first  place,  there  vill  be  a  tendency 
;ior  prices  of  Inported  goeda  to  rise.  To  the  extent  that  these  are 
vcav  aaterials  or  naceaaitiaa,  the  increase  in  price  nay  have  further 

r<^rcus6ion  throughout  the  econoay.    Since  a«ny  of  these  good*  are 

ttow  ii^rted  duty  free,  or  at  vary  law  rates,  this  affect  vill  be  kept 
l«t  a  niniauB.    To  the  extent  that  the  higher  iaport  dutiea  shift  deaand 
l9»  laeal  a«ttxaas»  thia  iacraaaaa  total  aff active  aaaaad  far  local  pra* 

Auction.   Ihia  voald  alM  add  to  laflatioaary  praaauvaa,  the  extant  af 

vhich  vould  depend  on  the  ease  vith  vhich  supply  could  wpand  in  the 
l0kmn.  ran.   While  it  is  recognised  that  these  pressures  on  priaaa  will 
.develop,  it  is  contended  that  the  advantages  vhich  accrue  froa  (1)  ab* 
iaorblag  excess  purchasing  paver  through  indirect  taxes,  and  (2)  the 

deereased  need  for  the  use  of  bank  credit  to  finance  the  developsMat 

prograa,  vill  aore  than  of feat  the  higher  pricea*. 


lxp«nditur«  Policy 

VlhiU  th»  Mphatit  vith  ffet  to  fiscal  policy  to  eo^t 
infUtionory  proasuros  !•  pUeod  on  rovowio  policy*  axpondituro 
policy  ohould  not  bo  ignorod.    Tho  gonocol  princiflo  vbich  should  bo 
followed  is  to  koop  thoso  os  low  as  possible  witlioae  crippling  any 
of  tho  ossontUl  sorvicos  porfomod  by  tho  GovornMnt.    It  is  iapora- 
tivo  that  all  ro^osts  for  now  sorvicos  and  expansions  of  old  sorvicos 
ho  scrutinised  closely. 

Govoronent  expenditures  have  increased  mieh  faster  in  recent 
years  than  have  revemtes.^   This  trmd  aust  be  reversed  if  the  in- 
flationary pressures  growing  out  of  the  developaent  progrea  are  to 
be  stesMOd.    This  trend  nay  be  ste«Md  by  holding  expenditures  at 
their  current  levels.    toM  expansion  of  functions  any  be  realised 
as  greater  efficiency  in  govomaent  is  achieved. 

It  is  recognised  that  it  will  be  difficult  to  follow  theae 
suggestions.    The  needs  within  the  range  of  services  noraally  supplied 
by  the  govomaent  sector  are  great,    fieaands  for  these  and  political 
prosaoire  to  supply  thea  are  also  great.    It  la  the  duty  of  the 
Govomaent,  however,  to  liait  its  expenditures  and  deaands  on  total 
vesottrcoa  to  that  which  can  be  supplied  at  stable  prices. 

it-,.,  .  .  ■  * 

yoreign  Icenoaic  folicy 
It  will  be  recalled  that  the  pressure  on  the  balance  of  payaents 

%  ^dinary  Budget  revenues  aaounted  to  U.123  aillion  in  19S1 

and  UL209  aillion  in  1957;  an  increase  of  70  per  cent.    On  the  other 
hand.  Ordinary  Budget  expenditures  aawunted  to  LL90  aillion  in  1951 
and  U.192  aillion  in  1957,  or  an  increase  of  111  per  c«it.  Republic 
of  Lebanon,  Ministry  of  riaaace.  Budget  Report  for  1956  (Beirut:  1955), 
p.  15.    Areble.  ^for  19S1  revenues  and  exDonditures) ;  Bulletin  Statis- 
tique  Triaestriel.  IX  (Deuxieae  Triaestre,  195«),  48,  53  (for  1957 
revenues  and  expenditures). 
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Will  ttw  tnm  •«v«t«l  •ourcost    (1)  ttut  <tir«ct  nMds  of  th«  dovoUp- 
MBt  progm,  (2)  tho  eost  of  inducod  laportc,  «ad  (3)  tho  loot  of 
foreign  exchange  earnings. 

V  A      Before  dealing  specif leally  with  thoae  teUaea  of  payMate 
probloM  it  ie  laportanc  to  eat  out  a  general  foreign  oeonoidLe  policy 
for  Lel»anoa.    It  !•  believed  that  econoedc  developoent  and    the    >  < 
realisation  of  its  benefit*  lie  pri«arily  in  the  developMat  of  • 
trading  econooy  with  a  miniaua  of  controls.    This  is  not  siiqily  an 
argiiaaafc  for  or  against  free  trade.   It  steas  frea  the  existing  con- 
iltiOtt*  faelng  Lebanon.   The  country**  preeent  pattern*  indicate  a 
very  etroag  orientation  toward*  **rvice*  of  all  type*  cloeely  geared 
to  coneree  and  fiaaaco.    Xhi*  i*  Ubaaon**  pooition  of  eesvarativa 
advantage  and  ehould  be  •treagthoaad  to  the  fulleet  extent.    ^  ■  i 

i^ii-.       Meet  of  the  inatitutional  set  up  ZjLn  Lebanon/  espeeUlly  in 
the  field  of  banking  is  geared  towards  trade,  and  partlcuUrly 

^     international  trade.  .  .  Ubanon*s  econonic  vocation  has  boon 
for  centuries  in  eoaaerce,  and  not  in  production.*' 

In  foraulating  a  foreign  eeonoaie  policy  to  cope  with  these 
pressures,  it  is  necessary  to  deal  with  their  causes.    It  is  iapossiblo 
to  do  wch  about  the  pressures  exerted  on  the  balance  of  payMnts  as  a 
result  of  (1)  and  (3)  above.    These  are  the  direct  effects  of  the  de- 
volopoMnt  prograai  and  hence  cannot  be  substantially  altered.    It  aay 
be  possible  to  direat  som  doMStic  prodoetion  froa  doaestic  consuisption 
to  export,  thereby  offsettliw  tba  daereata  in  other  exports.   In  vl«r  mt 
the  expected  Increase  in  doaestic  deannds,  and  the  criteria  that  cur- 
rent levels  of  consiavtion  not  be  deeroasad.  this  diversion  is  aot 

^Paul  Klat,  "The  Future  of  Eccmoalc  Oevelopaent  in  the  Arab 
World,"  Middle  last  Iconoalc  Fapers.  195*  (Beirut:  Aaericaa  Oniversity 
of  Beirut,  1956),  pp.  61-«2.  j-, , 
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likely  to  b«  substantUl.   Zh«  wijov  objective  •£  forelga  ecoaealc 
^llcy,  then,  eeeas  to  be  to  keep  Itiaueed  liqperte  te  e  ttliiiw».  Tie 
the  extent  thet  laports  ceanot  be  eurtelled,  then  en  alternative  «p* 
proech  to  the  balance  of  paTseate  problen  would  be  to  increase  foreign 
-exchange  earnings*  ■  •  ■■        '  '■  'fr^:":^^ 

UMltlng  Ittports  ^'  •  <^  ,K  >  u 

Inasflueh  as  the  probleo  growing  out  of  Induced  iaqports  Is  the 
probles  of  total  dmand  for  foreign  exchange  exceeding  the  total  sim»* 

plj^  it  Is  oMst  appropriately  approached  la  this  way.    Two  suggestions 

re 

lor  liatting  the  doMnd  for  foreign  exchange  arc  scMeclaws  advanced. 
These  are:  (1)  the  alteration  of  foreign  exchange  rates,  and  (2)  the 
adoption  of  a  pellcy  of  fuaatltative  and  i|ualicatlve  coAtrels. 

V.      The  first  of  these  has  the  effect  of  oaklng  foretgn  gaode  - 
dearer  in  tenu  of  Lebanese  pounds.    It  also  aakes  the  pound  cheaper 
and  tends  to  decrease  the  foreign  costs  of  Lebanese  goods.    Xt  la  a 
policy  which  is  aest  effective  where  a  country  is  in  a  position  to 
increase  exports,  or  where  a  country  is  not  heavily  dependent  om 
lereign  seurees  of  supply.   Heither  eoBditioa  is  applicabU  t* 
Lebanon  at  the  present  tine.    Consequently,  depreciation  would  prob* 
•bly  e««tclb«t«  te  iaf Utloaary  praseures  by  iaareasiag  the  costs  of 
fereign  goods  and  by  inereaslag  the  foreiga  deMnd  fer  Lebanese  goods, 
It  is  Mt  to  be  advocated  as  a  neaas  of  dealing  with  balance  of  pey* 
aents  pvfrtileM  gcewing  out  of  the  developsMat  program, 

Lebanon's  past  experience  with  exchaage  controls  was  not  a 
happy  one.    A  policy  of  qualitative  controls,  consisting  pr^rlly 
of  liaitiag  the  isiport  af  luxuries,  although  a  frequent  prvpaeal  far 
■ost  poor  countries  undertaking  developeMnt,  seeas  Inapprapriate  for 
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Iiabanon.    This  is  tru«  bacAuse  of  Ch«  pttcullar  econoalc  orftMlMtion 
of  the  country  wbara  tourlon  is  a  substantial  aamar  of  feralgn  ax* 
ehanga.    A  graat  portion  o£  what  ia  considerad  luxurlaa  is  in  fact 
;  Mcaaaary  for  a  f looriahing  tourist  industry.    It  ia  arronaaua  to  auf- 
|K>s«  that  tha  only  factor  attractinig  tourists  to  Labanon  is  its  aild 
cliMta.    Tbara  is  a  coavArabla  cLijaata  in  Rortham  Ira^.  Havartba* 
liaea,  eha  ava*  ia  aae  atttttetiag  tcmrists  bacausa  of  tha  lack  of 
facilitias  and  ccmforts  as  wall  aa  inaccassibility.    A  policy  of 
liniting  ii^ortSy  tharafore,  should  aia  at  thoaa  gooda  that  tha 
Lebanase  ladustrias  can  produca  at  a  coat  and  af  a  ^lity  eea* 
: parabla  to  foraian  goods.  - 
Incraasing  tha  capacity  to  pay  for  iaports 

Having  rulad  out  tha  dapreciation  and  liaiitations  of  luxury 
iaports,  it  is  nacessary  to  inquira  into  tha  possibility  of  aeetlng 
tha  davand  for  iaiports  through  incraasad  aarniags  of  foraigh  axchanga. 

'   It  nay  be  assertad  that  in  s«ay  araas  of  foraiga  trada  incraaaad 
•arainga  ara  dafiaitaly  poaalbla,  providad  that  aa  affort  is  aada  by 
//both  Oavaraaaae  asd  bosinaas.   Only  tha  araas  of  graatast  iaaadiata 
:.proatis8  Hill  ba  discussad*'  r  .•rv'vg,  ■  ■  v---^v         ■■  ' 

Tourist  trada. '>*Althoagh  this  sourea  of  incoM  has  incraaaad 
ataadily,  it  is  bcliavsd  that  tha  full  potantial  of  tourian  has  aat 
yat  baan  realisad.    It  is  quite  possible  that  earnings  froB  tourist 
^  trade  can  be  aade  to  double  la  a  very  short  period  of  tlaa*  Several 
eaajMBMndatioas  are  in  order  her%^    .         ■  >■  ■     ^  -s^  .  •  v .  -  '  . 

1.    Conflict  an  educational  campaign  ia  Lebanon  to  point  out 
the  beaafits  of  tourisai  and.  tha  diityi  ai  aiti— m  Bwrard  tourists. 
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2.  Conduct  «  publicity  e«9«lsn  abroad  through  coaoulotos  «ad 
«riMi«slos  to  attract  forolgn  travolora. 

3.  Enact  logislatloii  dotlgaad  to  losaon  tha  laatancaa  of  prlca 
diaeriaiaationai  a.g.,  taxi  tariff a,  raatauraata,  and  hotal  prlcaa. 

4.  Lagallaa  gaaibllng.  -  V'^ 

5.  Facilltata  granting  antry  viaaa  and  aia^Ufy  euatoaa 
..  proceduraa. 

i.    Inatituta  a  eaapaign  diractod  at  iaprovlng  tha  phyaical 
'  appoaraaca  of  tha  dtlaa  and  towna  (atraot  cloaning,  cafuao  eolloc- 
^tlona,  and  aanltation  vaaauraa). 

$  7.    Provlda  for  touriats  tha  nacoaaary  facilltiaa  both  to  an* 

couraga  thair  viait  to  Lobanon  and  prolong  thalr  atay:  ••$m,  advar* 
tiaaMnt  of  aajor  attractlona,  eraation  of  touriat  inforaation  can- 

' feara,  organiaad  sLght-aaalng  toura,  tha  araction  of  aigna  and  othar 
gnidoa  for  tourist  aovoaant. 

Insurance.— It  is  within  tha  raala  of  poaaibility  to  incroasa 

I  tha  aamings  froa  aaritlM  insuranca  inaaauch  as  Labanon  is  aquippad 

fvith  banking  and  insuranca  facllitias  and  parsonnal.    Thla  applias 
to  iaports  and  axports  originating  in  Lebanon  aa  wall  as  in  othar 
countrias  of  tha  araa.   Ago-long  axparl«>ea  in  trada  haa  brought 
about  highly  dovalopad  insuranca  activity  and  it  la  natural  that  in 

I  this  Una  of  andaavMr  tha  Lobanaaa  ara  particularly  afficiant  and 

^  hava  auch  to  offar  tha  surrounding  countrioa. 

Transit  trada. -«4fhi la  Labanon  raallsas  substantial  oaminga 
froa  tranait  trada,  future  prospects  of  expansion  look  even  brighter. 

lA  brief  look  at  a  Middle  East  aap  will  show  that  Beirut  is  the  Western 
gateway  for  no  less  than  aeven  countries  in  the  area.    Of  special 
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^bt^^tMof-*  bmf  Is  tli«  fort  of  Mlruc  «ail  tha  Km  Zone.  Th* 
IfoecatUllelM  of  both  should  b«  fully  oxplolto^.    tllu«tr«elv«  of 
i  th«  stntotie  location  of  th«  Port  of  Bolrut  is  tho  fact  that  th« .  > 

tfistanca  fro*  Balrut  to  Bagdad  is  about  600  miloa,  yat  ahlpowata  -.^ 
f.  to  Iraq  via  tha  Suae  Canal  and  around  tha  raralaa  Gulf  entalla  an 

additional  dlstanca  of  3»000  allaa.    Furthanwra,  port,  financial, 
band  atelnlstcatlva  facllltlaa  aro  by  no  aoana  aa  adaquata  la  Iraq 

•a  thay  ara  la  Labanon*  <:ii ,t  ,,,^^.1,.  .i  ■  i,-,:  , 

lacognlslng  tha  aagnltuda  of  aconomlc  davalopaent  prograaa  in 
llraq  and  in  oMny  othar  countrlas  in  tha  Nlddla  laat.  It  bahoovaa  tha 

Labanaaa  Govamaant  to  raallsa  actlvaly  its  raaponalbllltlas  la  aaking 
bthia  port  truly  rapraaaatatlva  of  tha  latacaata  of  tha  ecNiatrlaa  con- 

aamad.    Tha  Fort  la  prlvataly  opacatad  by  a  rraach  coneara  on  a  profit 
^•aklng  basla.    This  Port  Can^any  has  baan  erlticisad  for  its  axeasslva 
yiWCt  ahargaa.^   Tha  rort  Cesqpany  proflt-aaking  activitlas  should  not 
Hba  allovad  to  function  indapandantly  of  tha  acono«lc  Intaraats  of 

lUtbaaon,  ^  ■     ;  , 

Vlth  raspact  to  tha  Fra*  Zma,  a»ra  araaa  should  ba  aada  avail* 
:  abla  to  countrlas  vharaby  oparatlenal  and  adainistratlva  actlvltlaa 
^vaan  ba  undartakan. 

To  tha  axtaat  that  tha  auccass  of  tha  davalopMnt  prograa  la 

tlad,  in  part,  to  incraasad  foralgn  axchango  aamings.  It  is  ballavad 

that  by  aarviag  tha  latarasts  of  aalghberlng  couatrlaa  by  tha  flow  of 

goods  through  tha  Port  of  Balrut  and  tha  fraa  Zona,  tha  lataraata  of 
:  LabanoB  alght  vail  ba  anhancad.  ,.^i<  ; 

^Froceedlngg  of  tha  First  Annual  Economic  Conferanca,  Way  4-7, 
lf55    (Balrutt  19S5)«  n.p.    Arabic.  "l^^ 
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Suanary 

iJjui      TiM  itructur*  o£  th«  banking  •yataa  dots  not  allow  tho  uto  of 
th«  traditional  iaatruiMnta  of  aonatary  policy  to  bo  utilisod  during 
feM  ^Ki«4  9i  oooatntction.    furtiMnMro,  it  ia  highly  unlikoly  that 
tho  roforM  8uu*«tod  by  tho  Kooalng  toport,  which  can  lay  tho  foun- 
dation for  tho  offoctivo  croatien  of  oonotary  policy,  can  bo  suceoaa- 
lolly  inatitutod  in  the  noar  futuro.    Howovor,  it  la  poaaiblo  t«  j 
Inatituto  voasures  to  roatrict  bank  crodlt  to  tha  prlvato  aoetov 
vhilo  tho  financUl  ro^iroMnts  of  tho  dovolopoMnt  prograa  aro 
boing  Mt.    Thia  say  bo  dono  through  tho  oatabliahmont  of  roaorvo 
roquiroMnts  eoi^oaod  of  aoeuritioa  and  of  caah.    Thia  roaorvo  ratio 
9im  in  tho  yroaoat  oontoxt  at  raducing  tho  powor  of  tho  banking  aya- 
tOB  to  eroato  an  oseoooivo  anount  of  crodlt.    In  tho  caaa  undar  atudy, 
vhoro  tho  aonoy  supply  will  likoly  oxpand  furthor  undor  tho  i«pact  of 
dovolopMont  cxpondituros  and  th«  aothoda  of  financing  auch  ox-  . 
pondituros,  such  a  curb  on  tho  capacity  of  baaka  to  croato  crodlt 
glvoa  an  opportunity  for  tho  public  aoctor  to  eoi^onaata  by  aponding 
on  dovolopMnt  projocta  with  loas  faar  of  inflationary  roaulta<i  s. 

With  roapoct  to  fiacal  policy  aa  a  aoana  of  loaaonlag  €km  in- 
flationary tandaaciaa,  it  ia  cortain  that  undor  tho  proaont  aocio- 
political  aotting.  diroct  taxoa  hold  vory  llttlo  proaiao  during  tha 
poriod  of  conatruction.    Indiroct  taxoa,  on  tho  othor  hand,  can  ba 
Otiliaod  aa  auggoatad  to  abaorb  now  purchaaiag  powor  if  thoy  ara  ad- 
■Inlatorod  ao  aa  to  havo  aooM  dogroo  of  progrossivity.    It  la  auggoatad 
that  tha  Govertawnt  lovy  customs  dutios  on  tho  baaia  of  froo  aarkot 
valua  of  iaqiorta  inatoad  of  on  tho  official  valuo  aa  dono  at  proaont. 
In  this  way  additional  funds  can  bo  iriitainod  fro*  tho  woll-to-do. 
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BMring  In  mind  th«c  «  raUtivsljf  Uxg*  fropocticm  ol  thm  eonsuap- 
tlon  of  th«  v«ll-to-do  It  Mt  by  impotf,  th«  daaiiid  f«r  vhteli  eaa 
b«  ragttrad  «•  ralaelvaly  prlc««lii«l«stlc.  It  eorr«ct  to  Ataua* 

that  prosr««tlv«  iadiract  t«x«c  on  th«  basis  •!  thii  ffM  aarkat 
valuation  of  iaports  will  rasult  in  additional  ravanuas  for  tha 
;  SOvansMnt.    To  tha  axtant  that  lowar  incooM  groups  shara  furthar 
^  la  etM  iaeraasad  tariff  dutias,  it  my  ba  said  that  thia  is  unavoid* 

abla  during  tha  pariod  of  construction. 

s.  ■  .  - 

f '        Tha  Mia  daagar  with  raspact  ta  tha  balaaea  of  payMnta  will 
lia  in  ineraaaad  iaperts  sad  dacraasad  axports  during  tha  pariad  of 

;:  davalopaant.    Dapraciation  and  trada  controls  as  a  oMsns  of  lassan* 
iag  ii^orts  ara  rulad  out  baeausa  it  ia  baliavad  that  both  violata 
tha  aconoaie  policy  and  intarast  of  a  ralattvaly  fraa  aconoay.  It 
is  assantial,  tharafora,  that  all  possibla  avanuas  far  an  incraasa  . 
ta  aamings  of  foraign  axehanga  ba  davalapad.    Only  tha  araas  that 
kold  tha  graatast  proaisa  in  this  raspact  hava  baan  discussad. 
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CHAPTER  XII 


SUMMARY  AH)  COMCLUSIOHS 

PurpoM  and  Juttlflc«tion  of  th*  Study 
This  study  hss  foeussd  attention  on  tha  faaslbllity  and 
advisability  of  inplemcntlng  Ihasa  A  of  tha  Lltanl  Rivar  and  othar 
projacts  in  Labanon.    Tha  questions  that  vara  givan  considaration  in 
connaction  with  tha  launching  of  thasa  davalopnant  projaeta  la  Labanon 
hava  baan:    Are  tha  projects  necessary  and  desirable?   What  are  the 
financial  and  physical  raquireaents?    Can  these  requirements  be  net? 
What  effects— advantageous  and  disadvantageous-<-My  result?  VThet 
refonas,  if  any,  are  necessary  to  siitigate  the  unfavorable  effects 
during  the  period  of  construction? 

In  general,  Labanon  faces  three  related  aajor  econoaic  prob* 
leaa:    first,  the  Mintenaace  and  aeceleratiea  of  the  rate  of  econawlc 
growth;  aecond,  the  aehievenent  of  a  sere  equitable  dlstrlbutloB  of 
IncooM  not  only  aaong  incoae  classes  but  also  aaong  regions,  especially 
between  rural  and  urban  sectors;  and  third,  the  provisioa  of  a  stronger 
foundation  for  future  growth  by  creating  an  wivironaent  favorable  to 
greater  productivity  in  agriculture  and  Banufacturlng.    If  thia  can 
be  achieved,  the  country  will  be  less  d^endent  on  external  changes 
which  are  beyond  control  and  which  may  very  well  strike  deeply  at  the 
sources  of  revenue  now  relied  upon  to  cover  the  recurrent  deficits  in 
the  BMrchandise  trade  balance. 
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This  study  d«riv«t  Its  JuttlflcatlM  txm  two  aajor  sourcMt 

Plrst,  it  «x4aila«s  the  eontrlbutlrat,  suaMiriMd  at  «  Ut«r  point. 

of  tho  Utoni  «ttd  o£  tho  othor  projects  «•  aoons  for  olloviotlng  tho 

throo  aojor  ocoiKMile  problams  Just  cited.    Socond,  It  rocogalsos 

tho  iaotltutlonol  ehonsos  In  tho  Ubonoao  oconoay  nocoaaory  to  undor- 

f     and  c^  with  toaporory  dloloeotlons  orlsing  froa  tho  iivLoMn- 

totlon  of  tho  dovolopaont  prograa.    In  this  connoction.  it  any  bo 

notod  that  tho  Litaai  and  raUtod  projects  are  the  Ur^est  single 

investaent  cluster  ever  undertaken  in  tho  history  of  Lebanon.  It 

is  hoped  also  that  the  present  study  will  be  useful  as  a  case  study 

for  other  countries  facing  developaent  problaae. 

uvi.,  :  : .  ■  ■    .....  '        ■      ■  ■  ' 

pr  Findings 

In  connection  with  tho  three  aajor  areas  of  invoetigatioa  of 

this  study,  naaaly  (1)  tho  econoaic  feasibility  of  the  projects, 

<2)  iofaot  of  tho  projects  ou  tho  econoay,  advantageous  and  disad* 

vantagootts,  and  (3)  tentative  hypotheses  for  dealing  with  those 

resultant  dislocations  in  the  econoay,  certain  findings  have  been 

aado*  .    I  < 

Feasibility  , 

With  respect  to  the  feasibility  of  the  project,  it  vas  found 
Uat  potontUlly  available  suppllos,  financial  and  ocoao«io»  are  not 
altogether  adoipiato  to  aeet  the  ro^ireaonts  of  the  projoete.  tpoeif 
ically,  three  critical  probloas  in  the  area  of  phyaical  re^uireaenta 
will  have  to  bo  eolved.    Thoeo  are  Ubor,  power,  and  ceaont  auppliea. 

jyabor. ••While  it  aight  aoea  that  aufficiont  labor  could  be 
obtained  froa  the  unoapleyed,  invoatigation  revealed  that  becauae 
of  iMobility  and  the  ahortage  of  akilled  labor,  the  procorsMot  of 
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th«  MCM—tj  Ubor  prasmts  •  problw.    Th«  •hort«g«  •£  vkilUd 
labor  in  chc  c«t«8«riM  of  conctruction  wockora,  iMclianlca,  and  In- 
4Mtrl«l  vorkors  has  boon  nocod  by  tho  U.S.  Dep«rCMnt  of  CeoMrcoi^ 
aad  th«  ll«tloii«l  Koeoattraetioa  Office,  aa  effleUl  •gncy  of  tho 
Ub«MS«  GovoroMBt,  has  roportod  vldoaproad  Inobillty  aaong  con- 
•tructlea  aaaoas.   Xa  ytm  •£  Ua  Utt  that  tha  conatructlon  of  tha 
projacta  rafulraa  a  aubacaatUl  aaouat  of  aasoary,  thla  altuacloa 
prasants  a  aarlaus  problaa.    Tha  aavarlty  of  the  problem  is  evldaacad 
by  tba  axparimca  of  cha  Satioaal  Baooas tract ioa  Offlca  iii>r1iafcaly 
aftar  tha  1956  aarth^uakas.    la  this  caaa,  afforts  to  attract  tha  ra- 
fuirad  ouabar  af  aasoas  vara  largaly  unsuccessful  despite  the  fact 
that  the  pay  acala  aore  than  doubled.   Whether  the  davalopaaat  pro- 
graa  considered  in  this  study  vill  succeed  in  procuring  the  necessary 
•killad  labor  My  wall  dapaad  on  better  nethods  of  recrultaent,  in- 
eluding  pravialoaa  Ht  aoa-wmatary  incMtivas.    It  Is  coneeivabla 
that  better  recruitaent  taehni<|uas  eoo^ined  with  a  willingnaas  and 
ability  to  lapmrt  akillad  Ubor  aay  be  adafuata  to  ataff  tha  retire- 
aants  of  tha  projects. 

Power.  "Another  obstacle  to  the  construction  of  nmsa  A  of  the 
Utaai  Project  la  tha  Uek  of  availability  of  power.    So  alactrie 
power  la  available  at  aay  of  tha  construction  sitae.    f«rar  will  h«v« 
to  be  supplied  froa  the  Beirut  Systaa  which  la  already  over-taxed, 
la  view  of  this  situation,  it  was  suggaatad  that  tha  tharaal  powev 
plaat  aad  the  traasaission  systaa,  both  part  of  tha  other  projects, 
ba  glvaa  priority  so  that  power  aay  bacoae  available  for  tha  c<m- 
atruetiOB  of  tha  titanl  Project^ 

Sj.S.  Dopartaant  of  CoaaMVea,  Harkating  PotantUls  in  Ubanon 
(Washington:  March,  1958),  p.  5. 
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fitnt » »-Although  Lebanon  has  b«en  a  traditional  exporter  of 
i^HMMt,  caaMt  supply  praaaats  another  aarioua  problea.    Thia  altaa* 
tioa  arilaaa  from  the  fact  that  the  e«Mnt  rofulroMnta  for  the  projactt 
l«Ke«a4  Ua  amimt  aosvally  exported.    For  exaaple,  total  ceaeat  re- 
I^lroMBta  axo  aaelMted  at  900,000  tone,  whereas  the  average  exporta 
'i  for  the  years  1950-1956  awHmted  to  about  30,000  tons.    Further  evl- 
f Immo  of  eoMot  shortagaa  U  illwatmad  by  the  experience  of  the 
Motional  leconstructlon  Office  during  »5«-lf57,  when  55.000  tons  were 
iaported  fro«  SyrU.    It  should  be  noted  that  caMat  re^uiroMnts  for 
housing  reconstruction  carried  out  by  the  lational  Kacoaatruatioa  Of f ice 
are  considerably  sMller  than  those  of  the  davelopaent  progm.  Far 
axaof le,  local  expeadituras  for  housing  reconstruction  during  the  first 
year  of  operation  aMMtod  to  1X20  million  vhereas  the  average  annual 
expenditures  for  the  prograai  considered  in  this  study  awwnt  to  IJL24 
million  with  the  Urgeat  expeaditttre  being  in  the  second  year,  vis., 

^   IL38  million.      ,,.,:„-;.y;  ■  ■ ' 

Benee,  it  is  apparent  that  the  combined  dmand  placed  on  the 
esmeat  aupply  by  the  eeastruetion  industry  aad  by  the  davalopmeat  pro- 
gram is  in  excess  of  capacity.    This  indicates  that  eoaoidorable  re- 
Uaace  on  i^rts  will  be  inevitable.   A  normally  export  industry, 
^ihorafofo,  will  turn  into  an  import  industry  with  the  consofuont  shifts 
in  the  supply  of  and  demand  for  foreign  exchange.  ,  .  w  ..  .  ^  >, 

—  Finance.— The  total  fiaaacUl  requirements  of  the  development 
program  amount  to  LL395  millioa  of  which  U.187  million  or  47  per  cent 
is  in  local  currency  and  1X208  million  or  53  per  cent  in  foreign  ex- 
change,  iavaral  methodo  of  local  finanee  were  eonsidarod.  Aside 
from  the  utilliation  of  the  resourees  of  the  laserve  Fund,  including 
future  loan-repayment  to  the  Fund  (U.71  million),  it  was  recommended 
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that  the  addltloaal  funds  MtcMMry  (LLllft  ■illlon)  for  tht  projects 
b«  teeured  fro*  the  B8L  «ad  fro«  other  eoaMreUl  beak*  in  the  fon 
of  credit  secured  against  the  issuance  of  additional  Treasury  bills. 
It  was  shown  that  increased  direct  taxation  as  a  seans  of  financing 
developaent  would  not  be  politically  or  adHinistratively  feasible, 
rurthensore,  the  floatation  of  goveruMnt  securities  to  the  public, 
other  than  banks,  was  not  fouikli  to  be  feasible,    fhe  danger  of  in- 
flation involved  in  utilising  previously  acctnulated  reserves  and  in 
borrowing  froa  coMorcial  banks  was  recognised. 
1^;         To  Met  the  LL208  Million,  equivalent  to  about  $64  aillion, 
required  by  the  developMnt  projects,  several  nethods  of  foreign 
finaaee  were  considered.   Of  the  $64  ■illioa,  a  $27  aillioa  loan  has 
been  prervlded  by  the  Xatematloaal  Bank  for  leconstruction  and  Oe* 
velopaent  to  cover  the  foreign  exchange  needs  of  the  Litaai.  In 
addition,  $6  aillion  were  allocated  to  the  other  projects  by  the 
0.  8.  Foreign  Operations  Mission  to  Lebanon.    The  chief  sources  of 
funds  to  Met  the  balance  of  the  requirenmts,  vis.«  $31  aillion,  were 
fovad  to  be  the  utilisation  of  part  of  the  official  gold  and  foreign 
exchange  reserves  and  the  uncoMitted  part  of  the  oil  revnues. 

It  was  realised  that  the  proposal  to  draw  on  the  available 
foreign  exchange  and  gold  reserves,  even  though  the  present  Mnetary 
rules  concerning  currency  cover  would  not  be  violated,  are  cause  for 
■isgivings  in  soM  circles.    These  aisgivings,  it  was  pointed  out, 
indicate  an  underestiMtion  of  the  strength  of  the  Lebanese  econoay. 
To  overcoM  thea  the  GoverMont  needs  to  aake  it  clear  that  the 
utilisation  of  part  of  the  available  gold  and  foreign  exchange  re- 
serves will  widen  the  econoaic  base  of  the  country  and  would  strengthen 

rather  than  weaken  the  econoay. 
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With  rasp«ct  to  thm  ••cond  of  thoM  «ro»«,  naasly  th«  lafct 
•f  tho  projects  on  tho  oconoay,  »  dovelofawnt  progTM  of  th«  «agnl- 
tudo  consldorod  In  thlo  otudy  will  havo  fnr-roadblag  l^dUte  •£- 
foeto  OM  tbo  ocoaoiBy  qulto  aoldo  fvm  tho  laoped-ior  lona-nm  achlovo- 

Lonp-run  achiovo— ntf 

In  roaacd*  to  tho  long-run  •ebUvo^ts,  tho  analyola  ravoalod 
(hat  Fhaoo  A  will  bring  8,175  haetaras  undar  irrigation.   Thl«  will 
laad  to  an  Ineraaaa  of  16  par  cant  In  land  araa  undar  Irrigation; 
an  astlMtad  Incraata  of  2  par  eaat  la  total  agrUaltural  IncoMi  and 
an  Ineraaaa  of  about  IL50    In  tha  pa»  «i*it*  i^iam      tha  paopla  ra- 
aldlng  In  tha  araa  affactad  by  irrigation.   Aa  for  alactrlc  powar, 
[  fhata  k  togathar  with  tha  tharMl  pawar  plant  Includad  la  tha  othar 
projoeta  will  supply  ^ora  than  500  tulllion  kwh  of  alaetrlttity  aanuallyi 
Thla  will  aaan  an  Incraasa  of  200  par  cant  In  tha  production  of  alae- 
frlclty  ovar  tha  lf56  flguras  and  a  dacraaaa  In  coat  of  about  74  par 
aa«t*    Tha  provision  of  chaap  and  aa«»la  powor  through  tha  Lltaai 
•ad  through  tha  rural  alactrlflaatlon  projacts  promlsas  to  allavlata 
;  pawar  shortagaa  both  far  tha  coasuoMir  and  for  Industry. 

k  consldaratlon  of  tha  axtraordlnary  and  continuing  projacts  not 
iij^lflcally  aaatlonad  abova  has  shown  that  thay  will  raault  la  aaay 
aconoalc  and  social  banaflts.    Thay  will  laprova  hCgbway,  ait,  and 
saa  transportation.    Thase  lisprovaMnts  will  assura  graatar  Intamal 
eahaalvanaaa  and  will  laprova  faallltlas  for  a  graatar  voluaa  of 
tourlsa.    Purthanwra,  thay  will  Insure  an  ada4|uata  supply  of  potable 
water  to  the  rural  areas  that  now  rely  on  lnade<tuate  and  often  con*^ 
taadnated  sources.    The  provision  of  this  necessity  will  fulfill  a 
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dira  Msd.   Xc  will  iaprov*  ch«  hMlth  •taadard*  and  productivity  of 
tho  villagors  and  truly  roproacnts  an  ImrostoMnt  In  aoelal  capital 
which  vill  widaa  the  baae  for  ccoxumbIc  growth.  .  ,  ,  r  : t  •  ; 

Xtt  short »  coi^litloa  of  tho  projocta  wadaf  eaa«idor«tlon  will 
unttoubtodly  broadoa  the  oconowic  baao  of  lobaaoa  and  groatly  oneovtaga 
iacraaaad  iBvastaant*    In  turn,  unoRploynant  will  ba  allaviatad  ai^ 
•vailabla  rosoureaa  will  ba  aora  fully  utiliaad.    Social  conditiona 
o£  tha  rural  sector,  until  now  naglactad,  will  ba  vastly  la^rovad; 
and  tha  axpanaioa  of  agriculture  and  industry  will  render  Lebanon  less 
dependent  on  invisible  earnings  which  are  neeeasarlly  unstable.  i 
|j[ji|iedlate  effects      I/m-a  •  ,  -    '^^v  ,  'i-.,^.:--  t^^--^  ,. 

ta  the  course  of  the  yeara  required  for  the  coiqtletion  of  the 
developoMnt  projects,  nany  iwMdUte  changes  will  occur  aside  frow 
those  long-run  effects  which  have  already  been  suanarised.    Per  ex- 
bitU»  shifts  in  land  utiliaatioa  will  take  pUce.    The  siae  and  tha 
distribution  of  national  product  will  be  affected,  and  consequently, 
the  levels  of  ceastaption  and  savings  are  likely  to  undergo  changes, 
finally,  tha  price  levels  and  balance  of  payMats  will  alao  undergo 
changes.    The  effects  of  project  aacpenditures  on  the  above  variables 
will  new  be  suanarised. 

Hatlooal  product  and  Its  eowi>onents*-«yith  dosMstic  exp«di» 
tures  on  the  prograai  of  U.187  willion  over  the  seven-year  conatructioa 
period,  it  was  eatiaiatad  that  aatioaal  product  wwild  isereaaa  by  U820 
willion  or  53  per  cent  over  the  I9$t  figures,   tlila  laeraaaa  ia  oa- 
tional  product  will  naturally  result  in  an  increase  in  the  incoMS  , 
of  the  various  socio-economic  groupa*    Vith  the  eziatiag  wide  g^ 
in  the  distribution  of  iacowe.  It  is  fairly  certain  that  tha  ^  , 
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4«v«lopMat  «xp«adltur«s  Mounting  to  only  about  13  por  cont  e£  «;bo 
national  product,  will  uot  ftltor  to  any  appreclabla  oxtont  tha  proaont 
ineona  diatribution.    This  statwwnt  is  srtdo  deeplto  tha  fact  that 
■iMt  owhalf  of  th«  donastic  «xp«ndltur«*  will  accrua  to  waga  aarnara. 

In  regard  to  f:h«  iacranood  Incoaw  of  the  loi»«r  laco«e  gxau^a, 
two  factora  indicate  that  thU  incraaeed  inco^  will  result  in  an  in- 
crease in  cownmptlon  and  vary  little  increaee  in  savinga.  First, 
the  standard  of  living  of  the  lower  incoae  groups  is  below  or  near 
the  subsistence  level.   Aa  a««h,  any  iacraase  in  incooe  will  be  ab- 
sorbed  al«»8t  wholly  by  Incraaeed  axpandlturaa  an  consuisption.  8ec«sd, 
since  these  expenditures  are  subject  to  taxation,  total  tax  receipta 
will  undoobtedly  increase. 

An  naalysis  of  the  allocation  of  additional  iaceM  between  con- 
•uaiption  and  savings  by  the  higher  inco««  groups  led  to  two  conclu- 
sions.   First,  this  group  already  has  a  high  standard  of  living  and 
it  accounts  for  substantUl  aawtints  of  savinga.    furtheneore,  keeping 
in  adnd  the  regressive  nature  of  the  tax  syatsoi  in  Uoanon,  the  as- 
suaption  that  a  sisaller  ptopartion  of  the  additional  IncaM  of  thla 
group  will  be  transferred  to  the  Covemaent  than  that  of  the  lower 
Incooe  groups  is  logical.    It  is  also  logical  to  assuM  that  as  ad- 
ditional incoa»8  are  obtained,  positive  savinga  will  result  in  addi- 
tion to  Increased  coneumptlon.    The  increase  in  consuiiptlon  will 
probably  add  aore  to  the  desuwd  for  laports  and  the  increase  U 
savings  saiy  provide  awre  funds  for  greater  investa«nt. 

The  increase  in  wages  resulting  fre«  prograa  expenditures  will 
redound  particularly  to  skilled  workers,  due  to  both  shortages  and 
iM^ility  of  such  workers.    However,  in  order  to  secure  the  required 
labor,  it  nay  be  neceaaary  to  iacraase  wages  of  all  Ubor  and  institute 


•n  Iciimt  rectuitwmt  progSM  aoe  only  for  •klll«4  tout  «l»o  '  t 
unskUUd  labor.  '  . 

la  the  flaal  analyala,  enouili  aktlle4  labor  can  be  ta?pod  only 
Chr»agh  ti^rtatloa.    Thi»  will  add  stralo  on  th«  balaaca  of  payiwnta 
la  addition  to  ttoaa  cauaod  by  tha  daflclaacy  of  ca««nt  aupplioa  wblch 
«iU  iNNra  M»  b«  Mt  i>y  i«90Kfc«« 

'  ''^ '  "l^y^i—d  daMmde«««tt  la  aaceaaacy  now  to  auaa«ri8e  tbe  con* 
eluaiona  roachad  with  raapact  to  tnducad  dawmda  reaultinfe  froM  rlalns 
immn.    Dua  to  tha  way  In  wbich  it  will  ba  nacaaaary  to  fiaaaca  tba 
davalopaMat  projjraa.  which  ia  for  tha  noat  part  lafUtioaary  lu  charac* 
Mr»  ao^Utive  axpendituraa  from  tha  privata  aactor  ara  likaly  to 
oaea».   If  thia  ahould  happen,  dlvaraion  of  raaourcaa  ara  bound  to 
taka  placa  which  will  in  turn  exart  additional  presaure  on  tha  ctttl- 
•ai  araaa  •£  caawat  and  akillad  labor.    Tha  and  reault  of  tha  axpandl- 
turaa  oa  tha  program  will  ba  tha  intaaalficatlon  of  damanda  for  m^^': 
ftooda;  thoaa  that  ara  diractly  ra*»irod  by  tha  projecta,  and  thoaa 
that  ara  iaducad  by  riaiag  iaeoMa.  .  ■  ■-•:;-■>  ■- 

Concerning  tha  cfpacity  of  tha  economy  to  meat  tha  Induced 
daaanda  for  conauaer  gocda,  certain  conclueions  were  reached.    Tha  " 
generally  backward  coaditlona  in  agrUalturti  and  tha  prevailing  food 
deficienciee  (particuUrly  cercale).  make  It  nacaaaary  tvt  t^banea  to 
iayort  more  than  40  per  cent  of  Ita  food  requirement a.  furthermore, 
laAiatry  In  Ubaooa— conaUtiag  mainly  of  enterpriaea  producing  c«»* 
aumer  gooda— ia  faced  with  a  boat  of  economic  and  cechnlcal  problama* 
Thete  p|m4ilema  range,  for  example,  from  narked  dependence  en  Imported 


raw  aaceriala  aad  lutermedUte  pcoAieta  to  abortagea  of  power  and 
akilla.    Aa  a  reault  of  the  generally  inelaatic  supply  conditiona  In 
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•gricttlture  and  i.ndu8tr:'»  It  It  certain  that  the  iapwft  aactor  will 
be  ■ore  extanalvaly  relied  upon  to  supply  the  Induced  deaanda.  And 
to  tha  extent  that  local  production  le  Increaced,  the  Importation  of  , 
■aterialii  and  eimlpnent  needed  In  thie  production  must  also  Incraaaa. 

,  |alance  of  paywenf  and  prices. «»It  has  been  concluded  that  tha 
preeaure  on  tha  balance  of  payieante  will  coae  froa  aaveral  aourcae: 
(I)  Increased  foratgn  aacliaage  re^tre^nts  for  the  l«portatlOB  of 
aeoant  and  •killed  labor}  (2)  Increasing  requlreieants  for  tmporti , 
astocUtad  with  rising  incoaaa)  (3)  tm^T9rj  ra*tetlan  la  the  ax- 
ifortatlon  of  ceaent  due  to  the  dtYtMlon  of  the  supply  for  development 
purposes;  and  (4)  teaporary  reduction  in  the  exportation  of  olives  due 
to  tha  shift  In  land  utlllcatiott  ftoa  ollvaa  t«  ftitf»a,    (Xa  coaaaaOon 
Iwlth  this  last  factor.  It  was  shown  that  the  plan  to  take  ollvaa  o-at 
af  prodactlaa  aad  plant  citrus  Instead  presents  serious  difficulties 
i  f or  the  fanars  Iwrolvad.    fntthermore.  It  was  sugsested  that  tha 
lutanl  Authority  explore  the  possibilities  of  Irrigating  for  dtrua 
Idevelopaient  at  higher  alavation  and  leaving  aadiaturbad  the  areas  now 

Vplanted  In  ollres.)  ;  <■■■■'  '  ''  ■ 

The  net  effects  of  the  above  repercueslons  will  be  to  induce 
M  inereaae  in  the  price  levels.   Tha  i*rae«rare  on  foraisa  axchaaga 
will  intensify  the  rise  in  prices.   This  ta  the  nore  tnie  since  price 
ln4axaa  in  Lebanon  Include  the  prices  of  importad  cooiooditles.  t 

The  direct  expenditures  on  the  projects,  representing  about  U 
par  cent  of  national  pro<luct  (1956),  stay  not  ta  thesieeWes  geaerata 
aacloua  Inflation,    lowaver,  whan  considered  In  connection  with  tha  > 
ali«inatlon  of  gevarnMnt  anrplneety  the  nethod  of  financing  through 
bank  credit,  and  the  concurrent  deananda  of  the  public  and  private    *  .< 
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—eft;  th»  t«Ml  •«»ct      all  tbm—  l«rc«i  auit  b«  r«g«r(t«d  «• 
Mtloutly  iafUtlMAry. 

Policy  »te«WMm4«tlott* 

Xtt  til*  «b0«iic«  of  poslcivo  ooonoKle  polleloo  doslgaod  to  oaoo 
tho  tCrooM*  «sd  stvolM  e«usod  diroctly  «ad  indlroeely  by  Ch«  dovolop- 
mnt  oxpoadlcuroo.  it  will  bo  vory  difficult  to  aointolB  prlco  otabllity. 
Tho  offoets  of  thoso  oxpondituroo  portleuUrly  on  lovols  of  consinptioa 
•how  what  0  vital  port  should  bo  floyod  by  wootory,  flaeal,  oad  tcodo 
pollclos.    Such  polleloa  should  bo  doslgnod  to  lii^t  tho  potontUl 

of  on  upiHurd  MovoMot  of  prlcoi.    Such  a  wvaaont  would  in  tun 
throaeoa  to  doeroooo  tho  flows  of  capital  sMvosMiits*    StsMtiag  this 
upward  aevoMnt  in  prices  could  bo  acceifvlishod  by  (I)  absorbing  a 
groatar  portion  of  additional  incoM  whieh  othoxwtoo  would  swoll  tho 
flow  of  eonsiovtion  npondituros  and  othor  oxpandltttros,  eonpotlns 
with  tho  dovolopstont  projoets  for  rosourcos,  and  (2)  liaitlng  tho 
prossuro  on  tho  balaaea  of  payiiMito* 
Rotary  policy  . 

Tho  dotallod  analysis  of  tho  aonotary  and  banking  systsa  of 
tobOMtt  rovoalod  that  tho  duallstic  aaturo  of  tho  BSI.,  as  a  prlvato 
bank  and  as  a  control  bank,  and  tho  absonco  of  banking  logisUtlon 
do  not  allow  tho  Gwmnmmt  to  uso  all  tha  traditional  instruaonts 
of  wmotary  policy  to  oountoraet  tho  inflationary  tondonclos  of  tho 
dovolopMnt  projects.    Furthonsoro,  tho  roforas  suggostod  by  tho 
Kooslng  Roport,  also  analysod  at  loagth,  will  not  llkoly  bo  iaaugu- 
rated  during  tho  period  of  construction.    Howovor,  the  InstitutlM 
of  Masuros  to  restrict  bank  credit  to  tho  private  sector  by  the 
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Mt«bll«httmt  ot  r«Mrv«  r«4uir«Mmt*  coaqpe««d  of  locurltlo*  «nd  of 
|«ih  lo  pooolblo.   A  rocorvo  roqulronont  of  tho  nftturo  IndioAtod 
vould  rodueo  tho  posoiblllty  of  oxeoooivo  bonk  erodlt.    Thlo  curb  on 
•xcootlvo  bonk  erodlt  would  afford  on  opportunity  for  tho  GovoriMoae 
M  imdortoko  tho  projocts  vlth  loos  foor  of  InfUtlonory  rooulto.     ,  ;  ^ , 
flocol  policy  .  ...  .u'^.-r 

tbo  fiooal  ojitooi**  potMtlAl  contribution  In  aepplng  up  • 
sroacor  portion  of  tho  inoronood  Ineoaoo  and  In  tho  forMtlon  of  pub- 
lic oovlngo  dopondo  on  tho  flomlblllty  of  tho  oyotc*  Itoolf,  on  curront 
•xpondlturos  policy,  ond  on  tlio jiMolbillty  of  Incrooolng  tho  tax  burdon. 

It  hao  boon  concludod  that  ondor  tho  ooolo-polltlcal  oottlng, 
dlroct  taxoo  hold  vory  llttlo  pronloo  at  a  aoano  of  lootonlng  tho  In- 
fUtlonary  tondoncloo.    On  tho  othor  hand.  It  waa  cuggaatod  that  U- 
dlroct  taxoa  can  bo  a<talnlit»rod  so  aa  to  havo  oom  dogroo  of  progrot- 
•tvity.    In  thU  contoxt.  It  nas  rocoavondod  that  tho  Govomaant  lovy 
eoatoM  dutloi  on  tho  baala  of  froo  aarfcot  valuo  of  iMporta  Initoad  of 
tho  official  valuo  as  dono  at  prosont. 

In  this  way,  a  slgaif leant  portion  of  tho  now  IncoMS  of  tho 
)  voti-to-do  can  bo  absorbod.    Ksopiag  In  alnd  that  a  roUtlvoly  Urgo 
proportloa  of  tho  consuaqptlon  of  tho  high  Ineono  groups  Is  mmt  by 
l;i9orts,  tho  dsMnd  for  which  can  bo  rog^rdad  aa  roUtlvoly  prleo- 
InoUstlc.  It  so«M  corroet  to  assuM  that  a  hlf^or  l«p«rt  duty  on 
lusurlos  will  absorb  additional  purchasing  powor.   Although  tho  basic 
laioossltlos  such  as  coroala  aro  now  oxonptod  f fo« 
rocognlsod  that  lowor  Incooo  groups  mmy  sharo  furthor  in  tho  gonoral 
iaeroaso  In  tho  in^rt  tax.    This  my  bo  unavoidable  during  tho 
eonstructloa  period. 


m 

.  j;  : ,  In  attrnf^ting  to  limit  the  inflatloaasy  4ariag  thm 

•onatTuctloit  period,  current  expenditur*  pollelM  ahould  not  b«  ig* 
»»r«d.    Spacifically,  th«  ace«l«r«tMl  incrMsc  in  th«  ordinary  budgat 
iatpanditura*  which  haa  t«kaa  plaea  in  racant  yaara  cannot  ba  allowad 
to  coatinua.    It  will  ba  asaantial  for  tha  Govanmant  to  acrutiaisa 
alotaly  naw  rafoaata  for  aad/or  axpantion  of  axlating  aarvicaa, 
Trada  aoliay  -'^ ,  i-.-y.'J    ,    ,  . 

'  i   Tha  incraasad  diract  ond  indiraet  ajcpandituraa  coaaactad  with 
tha  davalopmnt  projects ,  in  viaw  of  tha  pKoduetiOK  hottUaacka  that 
axlat  in  tha  aconoay,  will  waan  that  tha  M^ly  of  gooda  will  origianto 
Mttly  in  tha  iiqwrt  aactor.    This  will  create  prasauree  en  balance  of 
paysents  in  addition  to  theae  connected  with  the  re^tion  of  eiq^rte. 
In  order  to  render  the  balance  of  paynents  lees  vulnerablat  it  was 
suggested  that  special  efforts  be  nade  toward  increasing  the  earnings 
froa  foreign  trade  operations.    Only  the  m>st  prasdsing  areas  ware 
discussed.    These  included  tourism,  aritritisM  insurance,  end  transit 
trade* 

:  A  policy  of  devaluation  and/or  direct  iaport  controls  to  al» 
laviete  the  pressure  on  foreign  exchange  was  shown  to  be  inadvisable. 
jaULs  poaition  waa  tekan  in  viaw  of  tha  baaaf its  derived  from  a»iat«ia* 
lag  the  free  flow  of  goods  and  people. 

If  the  recoanendations  set  forth  in  this  study  (increasing  the 
import  tax,  instituting  monetery  coatrola,  limiting  tha  expeasion  of 
current  expenditures,  and  exerting  special  efforts  toward  increasing 
the  earnings  from  foreign  trade  operations)  are  not  taken  seriously, 
the  Govermaeat  way  find  that  tha  davelopmmt  expenditures  ere  pressing 
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>asaia«t  th«  liait*  Mt  intarnftlly  hy  th«  «v«il«bU  resoureas  «od 
i^iaee«rn«lly  on  th«  bmm  to  pay  for  Ijqtorcs,  MpacUlly  th«a«  iaducad 

by  rlalag  iocoaaaa.    In  that  casa»  tha  Isplaaaacatlon  of  tha  projacta 
) ia  thalr  aatiraty,  vill  hava  to  procaa4  undar  lof Utioaary  forcaa  with 

the  conaaquaacaa  that  ara  aaaoclatad  with  IttflAtlan.    Oa  tha  •tiMar 

hand,  a  poatponeaant  of  any  of  tha  projacta  would  dafeat  tha  full 

yaallsatioa  of  tha  futura  hmafita  of  davalopaant. 
M  •       Tho  «g«gnitttda  of  tha  af facta  of  davalopaaatal  projacta  on  th« 

•conoay  variaa  with  axiatlag  aconaaic,  tachnlcal,  socUl  and  political 
^  conditiona.    Thaaa  conditioaa  ara  far  froa  conataot.    niarafora,  tha 

atudy  of  tha  aconoaic  ia|>act  of  ii^laaanting  davalopaant  projacta 

rafairaa  tha  coatiattiag  avulaatiaa  of  chaagiai  aituatlooa. 
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